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e In the Record « 


The Consumer Comes Into His Own 


A group of specialists in the field of consumer economics 
look into the prospects for tomorrow’s market for consumer 
goods beginning on page 242. Common to all the views 
expressed is the growing dominance of the role played by 
the consumer in the current economic outlook. It’s a dynamic 
role, they say, one not easy to keep up with. And 
many factors are at work bringing an obsolescent look to 
old and current concepts of the consumer, the market, and 
the marketplace. These and other views, originally pre- 
sented at recent meetings of Toa CoNFeRENCE Boarp in 
Cincinnati and New York, are here given in summary form. 
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More on the.Boom 


This month’s Business Highlights points out some very 
persuasive evidence that the uptrend in business since the 
steel strike has lost much of its momentum. Total output, 
according to the Board’s Business Analyst, “shows signs of 
beginning to drift, and an impressive number of business 
indicators have begun to subside toward dead center.” Which 
way business goes from here seems to depend chiefly on 
developments in three areas: capital goods, automobiles, and 
federal budget operations. For a picture of where business 
stands at midyear, read “The Boom: Has It reached a 
Crest?” starting on the next page. 
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Changing Our Social Security Law 


More than one hundred bills have been introduced since 
the new Administration came into power which propose to 
amend the existing Old-Age and Survivors Insurance pro- 
gram. It is expected, however, that before action is taken 
on this mass of legislation the existing program will have 
been carefully studied by the group of consultants appointed 
by the Secretary of Health, Education, and Welfare, and 
by the Subcommittee on Social Security of the House Com- 
mittee on Ways and Means, chaired by Representative Carl 
T. Curtis of Nebraska. The major issues are discussed in 
an article beginning on page 234. 
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Department Stores—and Retail Trade 


Sales of department stores since the end of the war have 
reached unprecedented heights—increasing 57% from 1945 
to 1952. In the same period, however, retail trade outside 
department stores more than doubled. So despite the spec- 
tacular rise in its sales figures, department store business ap- 
pears to have fallen somewhat behind other retail business. 
It is this fact which spurs current discussion in retail trade 
circles of the present position and future prospects of the big 
bazaars. And it provides the starting point of an article 
beginning on page 226 which analyzes postwar data on 
sales of department stores against the background of retail 
trade in general. 


The Money Market in the News 


The Treasury’s 314’s were definitely “sticky,” as every- 
body knows by now. The later “roll-over” offer of one- 
year 254% certificates did not do too well either. There is 
nothing as yet to indicate that the Treasury itself is calling 
for help from the Reserve authorities. There are others, 
however, who begin to cry uncle—partly out of concern 
about the price of Treasury obligations and partly by 
reason of some apprehension about the effect of tight money 
on general business. For just what has been happening in 
the money market and the implications for the immediate 
future turn to page 230. 


Capital Outlays Follow Profits 


Since Korea, business investment in new facilities has 
been on the upswing, but profits after taxes have not. Does 
this mean a new balance between the two has developed, 
or does it indicate the existence of pressures and strains 
that will force a readjustment? An analysis of these critical 
components of business activity appearing on page 216 
supplements other articles on capital outlays in recent issues. 
These have included an investigation of the reliability of 
“anticipated” capital expenditures (February, 1953) and of 
the historical trend of capital outlays (March, 1953). 


THE BOOM: HAS IT REACHED A CREST? 


experienced a further rise in activity during 

the first quarter. The advance in the flow of 
goods and services was modest—about $2 billion, at 
an annual rate. But the small increase in the total 
flow was accompanied by a marked reduction in the 
flow of goods into inventory. The increase in final 
demand—total output, less change in inventory—was 
about $8.5 billion. In the previous quarter, however, 
the comparable gain was $11 billion. 

On the basis of the few figures available thus far, 
the second quarter will show a further gain in total 
output, perhaps equal to the first-quarter gain. But 
the increase in final demand is likely to be signifi- 
cantly below the $8.5 billion gain of the first quarter. 

The deceleration in this final “take” out of the 
stream of goods and services summarizes a condition 
that has been attracting increasing attention in the 
past two months. As of the end of May, the Ameri- 
can economy is experiencing a tapering boom. “Where 
do we go from here?” has become a more insistent and 
certainly a much more pertinent question than at any 
time since 1948. 


WHERE ARE WE NOW? 


The “here” of the question is already reasonably 
well defined. Business now inhabits a comfortable 
and well appointed $360 billion-$365 billion economy, 
with an industrial operating rate of about 240-245 on 
the Federal Reserve index, and with total business 
sales running a little below $50 billion a month. 
About 14% of the total output of goods and services 
is flowing to national defense, 9% to general govern- 
ment, and 66% to individuals (including residential 
construction). The remainder, about one tenth of 
the total, goes back to business, to maintain and ex- 
pand its facilities. Give or take a few percentage 
points in each classification, this distribution of the 
national productive effort has persisted for almost 
a year: efforts of each sector to expand its share of 
the total have acted to expand the total, and left 
the shares about unchanged. 

But as of the second quarter, there appears to be 
no disposition on the part of any one of the three 
main distributees of output to expand its share any 
further. Current output is apparently satisfying the 
caretakers of defense, the operators of households, and 
the planners of business. Total output—the gross 
national product—no longer driven upward by in- 
ternal stresses, shows signs of beginning to drift, and 


Mi in terms of total output, business 


an impressive number of business indicators have 
begun to subside toward dead center: 


e In April, the industrial production index (seasonally 
adjusted) failed to advance for the first time since the 
end of the steel strike. 

e Personal income has moved almost sideways for 
the past four months. 

e Retail trade figures have been without a trend 
since January. 

e Business spending on plant and equipment, accord- 
ing to the latest survey of intentions, reaches a peak in 
the current quarter. 

e Defense spending is running a little higher in the 
second quarter than it did in the first, but within the 
quarter The Conference Board's weekly series (carried. 
in the Desk Sheet) discloses no trend. 

e New orders to manufacturers have been in very 
satisfactory volume, but there is no indication of a 
trend in the figures going into the second quarter. 

e Nonagricultural employment continues full, and 
hours worked are high, particularly among durables, 
but pressure to expand total man-hours has apparently 
lessened. (Trade reports have even noted a slight easing 
of labor shortages in the automobile industry, which of 
all industries has been the most handicapped in this 
respect.) 


Inventory demand, after having fallen sharply in 
the first quarter, shows no sign of reviving in the 
second quarter. Accumulation is apparently at a 
very low rate except in automobiles, and there are 
increasing signs that the growth of inventory here is 
no longer voluntary, at least as far as new and used 
car dealers are concerned. 

Construction activity, after having expanded in 
the first quarter (partly because of incomplete sea- 
sonal adjustment) is running steadily, but again no 
trend is evident in the short term. Heavy construc- 
tion awards are matching last year’s figures (in the 
first quarter they ran generally ahead of a year ago), 
and housing starts continue to hit a 1.1 million annual 
pace—but stability, rather than growth, is the cur- 
rent construction picture. 


NO REAL MOVEMENT 


One important secondary measure of the business 
trend shows the same directionless behavior. Perhaps 
the key element adding fuel to the boom following 
the steel strike was the pronounced rise in “real dis- 
posable income”—income after taxes, adjusted for 
price changes. The figure climbed rapidly in the 
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fourth quarter, less rapidly in the first quarter. Going 
into the second quarter it was about stationary. 

The available figures in most of these areas are for 
March, in a few cases for April. For many of them, 
there are still grounds for thinking that a modest 
further advance has already been built into the April, 
May and June figures that have not yet been com- 
piled and published. In May and June, the indus- 
trial production index may rise above its estimated 
April level of 242, since steel and automobile produc- 
tion are scheduled at somewhat higher rates, and 
greater availability of steel may permit higher pro- 
duction in those few durables industries where steel 
itself is still restricting output (backlogs in these 
industries continue very high). 


SOME STILL DECLINING 


In fact, while the total index came to a halt in 
April, the deceleration in some components is still at 
a relatively early stage. Durables production, as a 
whole, increased .6% from March to April. Among 
nondurables there is some possibility of a further rise 
in May and June: the decline of 1% in April reflected, 
in part, a decline in petroleum refining that appears 
to have run its course, at least for the time being. 
In other soft goods, particularly textiles, activity 
appears to have increased in late April and early 
May. 

Personal income, too seems to have a little upward 
direction left. The latest figure, for March, indicated 
a rise in the seasonally adjusted annual rate of about 
$1.5 billion, concentrated mainly in manufacturing 
wages. Agricultural income, even after seasonal ad- 
justment, tends to rise in the second quarter, and 
small wage gains in production industries (particu- 
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larly in soft goods, where wages have lagged behind 
in the post-Korea period) are still being reported. A 
rise in steel wages would boost the personal income 
figure a little further. 

While the retail trade figures themselves have not 
shown any trend in 1953, it should be remembered 
that the personal saving rate in the first quarter, and 
thus far in the second quarter, is still high—roughly 
8% of disposable income. Total spending, and par- 
ticularly spending for soft goods and services, may 
coritinue to rise slowly, if income itself were to flatten 
out. In fact, a possible rise in nondurables consump- 
tion is one of the strongest elements of the second-half 
outlook. The proportion of consumer income being 
spent on nondurables has been declining since the 
first quarter of 1952, and is now somewhat below pre- 
Korean levels. Even if income were to stabilize, ex- 
penditures for clothing and shoes could rise almost 
10% above their first-quarter rate without violating 
their pre-Korean relationship to income. 


A FEW RISES 


If a rise in nondurables expenditures were to 
materialize, it is even possible that it would evoke a 
little inventory demand among nondurables manufac- 
turers and retailers, whose stocks are, if anything, 
somewhat low relative to the current sales rate. In 
recent weeks, reports from the apparel wing of the 
textile market have been favorable, both for men’s 
and women’s clothing. 

If the pace of durables were to slow a little in com- 
ing months, some offset might be hoped for from this 
area. But as a further stimulant to the general level 
of business activity, a rise in soft goods spending and 
production would no longer weigh very heavily, and it 


Quarterly Changes in the Final “Take” 
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Billions of dollars, seasonally adjusted at annual rates. 


*Includes defense expenditures, producers’ durables and new construction. 
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QUARTERLY CHANGE 
IN DEFENSE 
AND INVESTMENT* 
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4 Gross national product, less inventory change 
Source: Department of Commerce 
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Production: at a Peak? 
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is hardly likely that it would alter the current char- 


In fact, the cumulative effect of all of the minor 
acter of business conditions generally. 


presumptive rises in second-quarter figures noted 
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above seems to be slight. Most analysts seem to 
agree that the forces that have brought the boom to 
its current level have been largely spent, and that 
if in late 1953 business rises much above a $365- 
billion gross product, and a 245 FRB index, it will 
be for reasons other than those that exist in the 
second quarter. If any further evidence of the near 
exhaustion of current incentives to expand output 
were necessary, one might look at the behavior of 
prices generally, one measure that should pretty well 
indicate the force and direction of speculative senti- 
ment. Prices have softened at the raw material level 
since mid-May, but advances are outweighing declines 
at the finished goods level. And broad price averages 
have been almost unchanged since the beginning of 
the year. 


WHERE DO WE GO? 


If it takes some imagination to find areas of the busi- 
ness scene where further improvement can be ex- 
pected in the last half of the year, it is easy to make 
too much of downward tendencies. The burden of 
proof still rests very heavily on those who called for 
an industrial production index in the neighborhood of 
210 by year end, and the burden has become heavier 
in the past several weeks as business sentiment has 
recovered from the initial shock of truce talks. To 
the extent that these forecasts relied on an assump- 
tion of serious inventory liquidation, the firmness of 
prices and the quick end of business jitters have cast 
doubt on the forecasts themselves. 

Nevertheless, the most general view of the last 
half of 1953 is one of a slow and supported weaken- 
ing, rather than total stability, or slow advance. 
(No voice has been raised for a fast advance.) There 
are three major reasons for this betting on a slow 
readjustment. 

First, the most recent survey of business invest- 
ment programs indicated a decline in capital outlays 
in the second half of this year. The survey is now 
about three months old. Differences between the ini- 
tial survey and actual materialized expenditures are 
common and frequently substantial, and they have, 
in the past, altered the prospective trend as well as 
the level of activity in this sector. It is quite possible 
that anticipations for the second quarter will have 
understated actual expenditures. 

But there is more than usual reason this time to 
believe that the anticipations for the last half of the 
year are not unduly low. The early March survey 
caught most of the improvement in corporate profits 
since the end of the steel strike, and hence most of 
the improvement in incentives to invest. (The rise of 
profits reflects, in the main, increased volume, which 
had already approached its current rate in March. 
Margins have not improved significantly yet, judging 
from the sticky behavior of prices.) But they did 
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not catch the pronounced rise in the cost of borrow- 
ing long-term funds that began in late March and ran 
through the middle of May, nor did they catch the 
extended decline of late March and early April in 
securities prices, which has reportedly caused rethink- 
ing, at least temporarily, of a number of prospective 
new flotations. 

If capital outlays were not already high and mov- 
ing almost sideways, it might be wise to question how 
much weight should be attached to an advance in 
the cost of obtaining new funds. But at this junc- 
ture in the trend of capital goods, it cannot be written 
off as insignificant. Another article in this issue! points 
to the fact that capital outlays in 1952 were appar- 
ently well above their historical relation to corporate 
earnings; and that, even with the current higher level 
of earnings in 1953, anticipated 1953 expenditures 
would still be, if anything, somewhat high with respect 
to profits. The composition of current expenditures has 
been twisted sharply in the direction of defense-re- 
lated industries, and a prospective reversal of this dis- 
tortion might drop aggregate expenditures rather 
markedly. 


The Pace of the Automobile Industry 


Secondly, and the next few months may place more 
emphasis on this than on any other factor in the 
business outlook, the situation of the automobile 
industry raises increasingly serious questions about its 
probable pace in the last half of the year. In April, 
dealer stocks of new cars continued to rise, at about 
8% of the industry’s production rate, and on May 1 
stood at a postwar high. Used-car prices have con- 
tinued to slide downward, and stocks have crept up- 
ward, even though the boom selling season is well 
advanced. Interest rates on instalment loans have 
risen, credit examinations have tightened, and financ- 
ing is reluctant on pre-1948 models even where down- 
payments are large. Dealers’ margins on new-car sales 
have declined further, and are approaching an un- 
economic remainder for many independents. Produc- 
tion has already been curtailed among more marginal 
independents. As a final paradox, some new-car 
manufacturers are spending time and money trying 
to increase their dealers’ sales of used cars, to relieve 
them of their glutted condition, even though some 
of these used-car sales actually subtract from the new- 
car market. 


All of these symptoms of pressure reflect, in one way 
or another, the terrific production rate set by Detroit, 
at least up to the time walkouts began trimming 
output seriously in May. The symptoms would 
doubtless be more severe if the new-car sales rate 
had not also been moving at a very satisfactory clip. 
But to what extent does that clip represent a seasonal 
peak? The answer depends on what seasonal pattern 


See “Profits—and Capital Outlays,” page 216. 
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now prevails in the automobile market. If it is much 
like the seasonal rate typical of prewar years, when 
sales fell off very sharply after early summer, then 
the current seasonally adjusted sales rate indicates 
an annual total well below 6 million, and a relatively 
sharp decline in production is very likely in the last 
half of the year. If the prewar seasonal has not re- 
appeared (shortages of cars virtually eliminated the 
seasonal factor in the postwar years) then the indi- 
cated annual sales rate is much higher, and the in- 
dustry’s optimistic forecasts may yet be borne out. 
Nobody, not even Detroit, knows, but few would any 
longer bet on a second-half production rate near the 
first-half figure. 


The Problem of Tax Reduction 


Thirdly, the Eisenhower speech of May 19 points 
to vigorous efforts in the next several quarters to get 
sufficient hold over spending to permit promised tax 
reductions for fiscal 1955. While that sounds a long 
way off, it should be noted that the annual spending 
rate will have to decline about $5 billion from the 
current rate before the budget is balanced even with 
current taxes, assuming their continuance in fiscal 
1954. Mr. Eisenhower’s emphasis on a_ balanced 
budget as a goal overriding tax reduction clears up a 
confusion that ran through the news of early May 
(see Desk Sheet, May 15), and makes the federal 
operating statement a potentially deflationary factor 
in the outlook. Whether Congress will extend the 
excess-profits tax and the corporate surtax as re- 
quested by the Administration remains to be seen. 
But Mr. Eisenhower, by casting his vote for reducing 
the running gap between expenditures and receipts 
(by reducing the first and maintaining the second) 
has voted to take some of the pressure out from under 
markets for both capital goods and consumer goods. 


Apert T. SOMMERS 
Business Analyst 
Division of Business Economics 


LULL IN CONSUMER 
PRICES CONTINUES 


OR THE SECOND consecutive month, con- 
sumers’ prices showed almost no change. TuE 
Conrerence Boarp’s all-items index for ten large 
cities stood at 177.5 in April (January, 1939=100), 
down 0.1% from March and 0.5% from the April, 


Changes in Ten-City Index for Significant Dates 


12 
PER CENT CHANGES FROM JANUARY, 195! TO: 


\ 


\ 
N 
\ 
\ 
\ 
\ 
\ 


N 


00D HOUS- 


7 


“4 


nedey January January August April 
52 


1951 19 1952 19538 

All-items 3... i077 «conve eras 170.6 179.0 180.8 177.5 
OOD sae ot eecce tes otek 222 4 237.5 240.6 223.9 
Hotsing ies baa Se 113.8 120.9 122.0 125.9 
Clothing 2. ee se 150.1 151.2 148.2 148.3 
We irene ciate sterarnanererare 129.8 133.1 132.9 137.6 
Housefurnishings....... 168.4 168.6 164.5 163.3 
Sundries <:30t aa, dea 164.2 170.1 | 174.0 178.9 


1Includes gas and electricity. 


1952, index of 178.4. The purchasing value of the 
dollar was 56.3 cents, unchanged from the previous 
month and up 0.4% from last year. 


Yearly Dip in Food Prices Largest Since Korea 


After last month’s slight increase, the downward 
trend in food prices continued. Beef, fish, dairy prod- 
ucts and some of the fresh vegetables, notably onions 
and spinach, contributed to the 0.8% decrease in this 
component. The April food index stood at 223.9, 
down from 225.6 in March and 4.4% below the year- 
ago figures. This was the largest decrease in food 
prices over a twelve-month period since the outbreak 
of the Korean war. 

Lower beef prices more than compensated for the 
expected rises in pork. The decline in wholesale prices 
of milk and milk products, due to their over-supply, 
made itself felt on the retail market. All cities showed 
decreases for fresh and evaporated milk, butter and 
cheese. Poultry and egg prices rose in almost all 
cities. The downward trend in prices of white potatoes 
continued in all cities except Birmingham, Chicago 
and New Orleans, in which there were average in- 
creases of 10%. Sweet potatoes, carrots, cabbage and 
green beans showed large increases while spinach, 
lettuce, and onions dropped considerably. 


Over the year, food prices in Indianapolis and New 
Orleans rose 0.7% and 1.0%, respectively. Yearly de- 
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creases in other cities varied from 0.7% in Birming- 
ham to 6.1% in New York. The only two cities show- 
ing increases in their food indexes since March were 
Birmingham. (0.3%) and Indianapolis (0.1%). The 
decrease in the other eight cities ranged from 2.5% 
in Los Angeles to 0.2% in Detroit. 


Sundries and housing continued upward, advancing 
0.8% and 0.1%, respectively, since last month, and 
4.0% and 3.7% since April, 1952. Higher prices for 
gasoline, reading materials, automobiles, and tobacco 
products accounted for the movement of the sundries 
index. There was little change in clothing and fuel 
since last month and no change at all in housefurn- 
ishings. 


Before and After Price Controls 


After twenty-six months of controls, most com- 
modities in the consumers’ price index are again freer 
to respond to the laws of supply and demand. The 
January, 1951, index was the last one before price 
regulations were imposed. Although much has hap- 
pened to the index in the intervening period, the total 
effect on the all-items index has been comparatively 
small. After rising 6.0% to an all-time high in Au- 
gust, 1952, it has now fallen back to a point 4.0% 
over the January, 1951, level. This decline from its 
peak is owing to the almost continuous drop in food 
prices. The food index, which in August, 1952, was 
8.2% above the January, 1951, figure, has now re- 
turned to within 0.7% of the precontrol level. 

The changes in prices during the period of controls 
were not alike in all of the ten cities. New York 
showed the smallest increase (2.1%) for all items 
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from January, 1951, to April, 1953, and Los Angeles 
experienced the highest increase of 7.5%. In the food 
component, the differences were even larger. Over the 
same period, two of the cities (New York and Chi- 
cago) actually showed decreases of 1.2% and 0.4%, 
respectively, while the largest increase, one of 6.4%, 
occurred in New Orleans. 

Clothing prices increased 0.7% during the first year 
of controls. In August, 1952, they were 1.3% below 
the starting month of January, 1951, and have re- 
mained almost unchanged to the present date. House- 
furnishings, moving similarly, showed larger decreases. 
In contrast with a fairly steady climb in sundries, 
housing has risen at a higher rate since August, 1952, 
due to decontrol of rents in several of the cities. The 
steady increase of fuel is somewhat obscured by 
factors of seasonality. 

No set conclusions can be drawn concerning the 
effects of price controls because of the various ways 
the components have fluctuated. Three of these 
(housing, fuel, and sundries) showed almost steady 
increases from January, 1951, to April, 1953. After 
rising for several months, clothing and housefurnish- 
ing reversed their trend, declined for some time, and 
have since remained almost unchanged. The great- 
est activity took place in the food index. After rising 
and falling irregularly, and establishing several suc- 
cessive all-time highs, it is now at its lowest point 
since January, 1951, the last index month before the 
price control law went into effect. 

Joun E. DENES 
Margorire Soutucott 
Statistical Division 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
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PROFITS—AND CAPITAL OUTLAYS 


Their current relationship points to caution 


the relationship of current levels of business 

investment to the historical trend of invest- 
ment.! This relationship is interesting and certainly 
valuable as a tool of long-term analysis, but it is only 
one measurement of the relative normalcy of capital 
expenditures. In particular, it sheds only an oblique 
light on whether the current rate of capital invest- 
ment is in a reasonable relationship to current incen- 
tives to invest. As a guide to the short-term rate of 
capital outlays, analysis of investment incentives is 
likely to be more rewarding than efforts to interpret 
the long-term trend of aggregate expenditures for 
capital equipment. 


MAY SET NEW HIGH 


An upward revision of business investment figures 
for 1953, announced by the Department of Commerce 
two months ago, has had the effect of raising antici- 
pated 1953 outlays above actual outlays in 1952. If 
these anticipations materialize, this year’s expendi- 
tures for plant and equipment will set a new high. The 
sustained level of expenditures for investment goods 
in recent years, and the continuing relatively high 
levels expected in 1953 and ensuing years,” thus invite 
the question whether current and prospective incen- 
tives for investment are adequate to meet these levels 
—regardless of whether the levels themselves are 
above or below an historical trend. 

Efforts to measure investment incentives are neces- 
sarily complicated. Viewed as a series of private 
decisions for private purposes, investment in new 
fixed assets (or for that matter, in any other in- 
vestment medium) is made when and in the degree 
the probable return justifies the risk. While the 
rate of return on existing facilities is certainly a major 
continuing element in this flow of investment deci- 
sions, other elements of various kinds are also at work. 

Since Korea, and particularly since the accelerated 
amortization program has reached large proportions, 
a certain volume of capital outlay decisions has 
ts re Outlays: High or Low?” The Business Record, March, 


A PREVIOUS Business Record article explored 


2A Department of Commerce survey made in the first quarter 
pointed to capital outlays about 15% below current rates in 1954, 
and 20% below current rates in 1955. However, long-term anti- 
cipations of capital outlays seem to suffer from a pronounced down- 
ward bias. See “How Reliable Are Anticipated Expenditures ?” 
The Business Record, February, 1953. 


apparently been made on the basis of very long-term 
considerations. Accelerated amortization has acted 
to reduce the cost of constructing additional facilities 
and has made new construction, in some cases, a pre- 
ferred alternative to conversion of existing facilities, 
even though sufficiently sizable markets for the new 
facilities may not be in sight for five or ten years. 
Here and in certain other situations, considerations 
of an unusually long-term character may carry heavy 
weight in the investment decision. And since these 
long-term factors are not adequately measured by the 
current rate of return, the relationship of profit rates 
and investment rates may be thrown out of line. 

Nevertheless, the relationship between profits rates 
(or profits expectations) and investment rates pro- 
vides perhaps the best clue to the stability of current 
investment. This comparison has been made in the 
left panel of the chart on page 217, in which expendi- 
tures for new plant and equipment have been scat- 
tered against corporate profits after taxes in the 
years 1921 to 1952,1 omitting the years of World War 
II. It should be noted at the outset that capital ex- 
penditures represent those made by both corporate 
and noncorporate firms, whereas the profits data are 
for corporations only. Since the main consideration in 
the comparison is not the absolute level of profits, 
but the trend of expectations in regard to future 
profits, corporate earnings were used as a measure of 
the business climate. 


PROFITS—THEN INVESTMENT 


The diagram indicates the expected relationship— 
investment increasing with rising profits; falling with 
declining profits. However, the counterclockwise 
movement in the line connecting the sequence of 
years, suggests a lead of profits over investment; 
i.€., investment in a given period appears to be more 
closely associated with profits of a prior period. 

This lead factor might also have been expected. 
Whether owing to general business psychology, or a 
natural conservatism in forecasting, businessmen tend 
to envision the short-term outlook as a continuation 
of current conditions, and current profits rates are 
projected more or less unchanged into business plans 


‘For both corporate income and capital expenditures, the data 
reported by the Department of Commerce were used for the period 
1929-1952. For the years prior to 1929, Kuznets’ estimates of 
income and plant and equipment expenditures were used. 
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which may take six months before they are fulfilled. 
If the data in the left-hand panel of the chart are 
replotted using a six-month lead of corporate profits 
over expenditures for plant and equipment,! a closer 
relationship between the two series materializes. 


Some Large Deviations 


The relationship is, of course, far from perfect. 
Large deviations appear in the period of the early 
thirties, during World War II, in the early postwar 
years, and during the current period of partial mo- 
bilization. Since corporate profits were actually nega- 
tive in the early thirties, it is doubtful whether any 
significance should be attached to the spread in the 
scatter for that period. During the war years, restric- 
tions on the production of civilian capital goods and 
the expansion of public investment in military pro- 
duction facilities make this period abnormal. Finally, 

1In order to impose a six-month lead in the profits figures, it 
was necessary to obtain profits on a semiannual basis. This was 
done by applying the quarterly estimates of corporate income made 
by Harold Barger (Conference on Research in Income and Wealth, 
vol. IV) to the national income data for the years 1929-39 and to 
Kuznets’ estimates of corporate income prior to 1929. For the 
years 1933-1935, a lead in the profits series was obtained by using 


a straight average of the current and preceding years. This was 
necessitated by a discontinuity in Barger’s quarterly income estimates. 
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in 1946, a large positive deviation in plant and equip- 
ment expenditure from its long-term relationship to 
profits reflects the wave of postwar reconversion ex- 
penditures. 

In 1947, 1948, and 1949, the relationships are 
grouped very closely together, and appear to be gen- 
erally in line with prewar experience, although any 
actual statistical projection of prewar experience 
would place undue weight on the data. In 1950, 
however, expenditures for new plant and equipment 
seem to have risen well above the level indicated by 
corporate earnings. A large part of the deviation may 
be owing to the fact that because of the six-month 
lead of the profits figures, the 1950 point reflects half 
a year of post-Korea capital expenditures but no post- 
Korea profits.1 

In 1951, there is some evidence of a return to the 
prewar relationship between capital outlays and 
profits, but the return may be as spurious as the 
departure in 1950. The 1951 point reflects the very 


1Rapid amortization allowances, although a significant factor in 
1951 and 1952, were not of great importance in 1950. As of the end 
of 1950, 1,014 applications had been filed for the accelerated amorti- 
zation privilege, covering $3.9 billion of new plant and equipment 
investment. Accelerated amortization had been approved in 149 
cases, covering $1.0 billion, about three quarters of the total invest- 
ment contemplated under these 149 applications. 
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CAPITAL OUTLAYS AS % OF STOCKHOLDERS’ EQUITY 


Investment and Profits 
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Code 

e Durable goods industries 
1&S Primary iron and steel industries 
NF Primary nonferrous metals industries 


FM Fabricated metal products 

EM Electrical machinery 

MxE Machinery (except electrical and transportation) 
MV Motor vehicles and parts 

TE Transportation equipment (except motor vehicles) 
SCG __ Stone, clay and glass products 


e) Nondurable goods industries 
F Food 
TX Textile mill products 
P Paper and allied products 


CH Chemicals and allied products 
P&C Products of petroleum and coal 
R Rubber products 


© Average of industries shown 


Sources: Department of Commerce; Securities and Exchange 
Commission; The Conference Board 
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high inventory profits of the last half of 1950, and 
the first half of 1951—the cream of the speculative 
gains in the post-Korea period. 

In 1952, while expenditures rose somewhat further 
from the 1951 level, profits declined sharply. On the 
basis of prewar experience, and even more clearly 
on the basis of experience in the years 1947 through 
1949, capital expenditures in 1952 appear high rela- 
tive to the profits environment in which they were 
made. Current indications, however, suggest that 
this departure from trend will be reduced in 1953, 
since expenditures are expected to be very close to 
1952 levels, and profits materially higher. 

Because of the relatively brief span of postwar ex- 
perience, only very limited conclusions can be drawn 
from these aggregate outlay-profits data. In general, 
however, they suggest that in the years since 1949, 
capital outlays have been greater than the normal 
relationship to profits incentives would indicate; i.e., 
incentives of a longer-term character have carried 
more than usual weight in investment decisions. 


CROSS-SECTIONAL VIEW 


The same conclusion is suggested by a comparison 
of capital outlays with profits for specific manufac- 
turing industries. Because of the predominance of 
corporations in manufacturing industries (based on 
net income, 95% of manufacturing operations during 
1951 were carried on by corporations), corporate 
profits may be related to new investment not only 
as an indicator of the general business climate, as in 
the case of all industry, but as an actual direct moti- 
vation for new investment. 

The accompanying series of charts shows the in- 
vestment in new plant and equipment per dollar of 
equity, in each of the years 1948-1952, related to the 
profits per dollar of equity, with a six-month lead. 
The common denominator of equity was used in order 
to permit comparisons between large and small in- 
dustries. 


More Profits, More Investments? 


Although the points on the charts that indicate the 
various industries appear in fairly broad clusters, 
several significant observations can be made. First, 
the general relationship apparent is one of direct 
dependence of new investment on the rate of profits 
after taxes: the industries with the largest profit- 
equity ratios have the largest investment-equity 
ratios. This is especially evident in the first panel, 
in which expenditures for new plant and equipment for 
the calendar year 1948 are related to corporate profits 
after taxes in the year ending June 30, 1948. 

The same general picture is discernible in the other 
panels of the chart, even though new factors intro- 
duced into the investment-profit equation result in 
sharp movements in the industry ratios. In 1949, 
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equipment outlays were affected by a downward re- 
vision of expectations. In subsequent years, the im- 
pact of the shift to a semimobilized economy brought 
into play a new set of incentives (and restrictions) 
that forced investment-profit ratios toward the pat- 
tern appearing in the last panel. 

It should also be noted that the cluster as a whole 
seems to move from chart to chart in a counter- 
clockwise direction. In the first panel, the center of 
the cluster is high on both the X and Y axes. In 
the second and third panels the center has moved 
closer to the origin. In the remaining panels, how- 
ever, the center moves upward and to the right, and 
then slightly down and to the left. (This counter- 
clockwise movement suggests that the six-month lead 
imposed on the profits figures may be insufficient 
and that a slight residual lead remains.) 


Positions Reversed 


In the process of this rotation, there was a marked 
shift in relative industry positions. The food industry, 
for example, with a high investment-profit ratio in 
1948, drops to a low position by 1952. Transportation 
equipment, on the other hand, starts off in a rela- 
tively low position, but moves up to a comparatively 
high position on the scatter by 1952. Between 1948 
and 1952, the relative position of these two industries 
was reversed. In varying degrees, this reversal typi- 
fies an exchange of position between defense-related 
and nondefense industries after Korea. 

With the shift to a defense economy, the spread 
of rapid amortization allowances, and the promise of 
military orders, a rapid increase in the investment- 
profit ratios developed among defense-related in- 
dustries. At the same time, many nondefense indus- 
tries were restricted in their expansion programs, and 
others reduced their programs with the falling off of 
civilian demand in mid-1951. Concurrently, sharply 
increased corporate tax rates drove earnings down, 
resulting in a decline in the relative position of the 
nondefense industries. 

This cross-sectional approach lends some support 
to the thesis that a further increase in the rate of 
new investment should not be expected without a cor- 
responding increase in the rate of profits. In 1952, 
many industries spent more on new plant and equip- 
ment than they were earning. In other postwar years, 
an investment-profit ratio greater than unity was 
exceptional. It makes the point, rather forcibly, that 
unless the rate of profits is well maintained, the pros- 
pective return of capital outlays to the more normal 
composition that prevailed in pre-Korea years may 
leave the aggregate of such expenditures well below 
current levels. 


Grorce P. TaTEosIAN 
Division of Business Economics 


Executives Say: 


INDUSTRY WELCOMES THE SECURITY ANALYST 


HE SECURITY ANALYST is a welcome visitor 

in the executive offices of most of the 124 manu- 
facturing companies cooperating in this month’s sur- 
vey of business practices.! Although the top officers of 
these companies are pleased to see security analysts 
when they call and are glad to discuss their com- 
pany’s operations with them, few if any give security 
analysts more information than they would give to 
any interested stockholder. Many cooperating com- 
panies regard contact with security analysts as bene- 
ficial because it stimulates interest in their securities. 


CONTACTS WITH SECURITY ANALYSTS 


Ninety-nine out of 124 cooperating companies look 
with favor on the visits of security analysts and try 
to be as helpful as possible. Typically, a steel com- 
pany writes: 


“We believe security analysts have an important in- 
fluence on the decisions of the investing public and 
therefore on individual stock levels. We are always glad 
to talk with analysts when they are in town and we 
lean over backwards to give them any reasonable infor- 
mation they request. The more an analyst knows about 
a company the better he is equipped to arrive at a 
fair conclusion. The analyst, like anyone else, is inclined 
to be negative unless he does have complete information 
on a company.” 


Plant Tours 


It is customary in many companies to give the visit- 
ing security analyst a plant tour if he wishes one. A 
few companies go a step further and arrange periodic 
open-house parties at which groups of analysts are 
given a plant tour and are addressed by key com- 
pany executives. But one cement company reports 
that while it tries to be helpful to security analysts 
it refrains “from answering telephone inquiries from 
analysts claiming to represent groups of stockholders 
or trusts and desiring competitive or other informa- 
tion, particularly as to future prospects for earnings. 
Our objection to that type of inquiry is that it tends 
to make preferred stockholders of the questioners.” 

A mining company also cautions: “Once security 
analysts know they are welcome, word spreads around 
quickly and they come knocking at the door. We have 
never turned anyone down, but must schedule inter- 
views to fit our time.” 


1Replies from closely held corporations, which numbered over 
sixty, were excluded from this study inasmuch as these companies 
have little or no experience with security analysts. 


In most cooperating companies the president, ex- 
ecutive vice president, general manager, treasurer or 
controller meets with security analysts who call at 
company offices. It is common practice for several 
company officers to sit together and answer questions 
posed by visiting analysts. In a few instances, spe- 
cial meetings of the key executives of the company 
are arranged for analysts. In other cases, appoint- 
ments are made for the analyst with such key per- 
sonnel as the treasurer, the controller, the sales man- 
ager, the production manager, and the engineering 
or research director. 

However, some letters from company presidents 
indicate strongly that “if any information is to be 
given to security analysts, it will be given by this 
{the president’s] office.” Such companies prefer to 
have only their very top officers meet with security 
analysts: (1) to avoid the disclosure of restricted 
information; and (2) to be sure that the people an- 
swering questions are capable of doing so as favor- 
ably as facts permit. 


Some Go to the Analysts 


Some companies regard contacts with security an- 
alysts of such value that their officers go out of 
their way to meet with them. Top executives in about 
one out of ten cooperating companies have accepted 
invitations to speak before meetings of security an- 
alysts. Officers of other companies make it a point 
to call upon security analysts whenever their travels 
take them to the nation’s financial centers. A few 
make periodic tours expressly for the purpose of meet- 
ing with security analysts, and on such occasions 
luncheons are sometimes arranged so that as many 
security analysts as possible can be informed on latest 
company developments. 

Some companies, in addition to receiving and visit- 
ing security analysts, make special mailings to them 
and to other members of the financial community. 
These mailings consist not only of the material sent 
to stockholders, but often include extra information 
considered to be of particular interest to financial 
men. For example, copies of talks given by company 
executives before financial groups, and financial bro- 
chures especially designed for the analyst, are mailed 
by some companies. One manufacturer has prepared 
“a ‘financial biography’ of our company for the use of 
any one who may have a financial interest in the 
company.” 
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A few cooperating companies use staff specialists 
or outside consultants to deal with security analysts. 
These specialists usually handle all matters pertain- 
ing to stockholder relations. A chemical company, for 
example, employs a stockholder relations specialist 
whose function is “to cooperate with analysts by 
reviewing and offering suggestions about reports on 
the company. He is also expected to answer inquiries 
about the company’s affairs.” 

A steel company whose program is under the direc- 
tion of a stockholder relations counsel reports that 
“basic data reports” which are issued periodically by 
the counsel “reduce the requests of security analysts 
for specific information and minimize the time that 
company executives must devote to analysts.” 

Companies employing such counsel, however, report 
that the existence of these specialists does not pre- 
clude discussions between the analysts and other 
members of the company’s executive staff. 


Not in Favor of Contact with Analysts 


A few companies do not favor contact with security 
analysts. In most of these cases the company is not 
interested in wider distribution of its stocks. For ex- 
ample, one president writes: “Since we have not been 
particularly interested in stimulating the market for 
our own stock, we have taken a fairly dim view of 
security analysts as such.” This executive goes on to 
state: “However, it is probable that if we were to con- 
template equity financing then our negative policy 
towards security analysts would work to our disad- 
vantage.” 

In a similar vein, the president of another com- 
pany writes: 


“Our shares are mostly locally owned and are not 
offered on any stock market. Our contacts with security 
analysts have been very sketchy, although right now 
there is some activity in the stocks of our industry, and 
we are receiving some attention from this source. We 
make no efforts to induce security analysts to become 
better acquainted with our company, as we see no ad- 
vantage in inviting others than our local public to our 
stockholder list. We realize, of course, that our situa- 
tion is considerably different from that of large companies 
which depend upon certain markets for working capital 
and who very probably find considerable interest in the 
behavior of the stock markets as related to their shares 
and securities.” 


Take Them or Leave Them 


Some companies neither seek out nor avoid se- 
curity analysts. For example, a metals company 
writes: 


“It is our policy not to seek out security analysts 
rather than to avoid them. We receive personal visits 
from some of them during the year and a number of 
phone calls. We are always glad to have them contact 
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us and to give them whatever information we feel we 
can properly pass out. We are quite wary as to the 
information which we give them, since we feel that we 
cannot give them any information which is not gener- 
ally available to all stockholders. We always try to 
treat them courteously, but generally we are unwilling to 
give them the answers to most of the questions they ask. 
We do not feel that there has been any detrimental result 
from this policy. However, we do feel that if we were 
to actively promote the company through a security 
analyst that it would probably have a stimulating effect 
upon the market for our company’s shares.” 


The Dangers of Being Forward 


While most companies favor cooperation with se- 
curity analysts, or see no harm in cultivating them, 
some warn that seeking them out may tend to arouse 
suspicion on the part of the analysts. This warning 
is directed particularly toward such special activities 
as the open house, special luncheons, and unsolicited 
visits to security analysts. A few of the reporting 
companies feel that such activities should be con- 
ducted on a frequent and regularly recurring basis 
if suspicion is to be avoided. 


The responses received from most companies in- 
dicate that they strive for a low-pressure, “courte- 
ous” relationship. Few reports suggest a strong pro- 
motional attitude. On this point a chemical company 
exeutive writes: 


“T am inclined to doubt whether confidence in a com- 
pany can be established by wining and dining analysts. 
It may tend to create the feeling among analysts that 
the company is hiding something from them or that 
the facts will not speak for themselves. Analysts’ con- 
fidence is probably established by their belief in the in- 
tegrity, the ability and the honesty of the men they 
talk to in a company. Honesty is a very important 
quality for a man to have who deals with analysts. 
People can usually intuitively sense when something is 
being covered up. It is far better to say that a certain 
bit of information is confidential and that it cannot 
be given to the individual involved than to give a lame 
excuse. The company representative can always soften 
his remark by a statement such as ‘I would really like 
to give you this information but I cannot.’ ” 


INFORMATION PROVIDED 


Nearly all cooperating companies stated unequivo- 
cally that they give no more information to security 
analysts about the company’s operations than they 
would give to any interested stockholder. Some, in 
fact, will only give security analysts information 
which has already been released to stockholders or 
to the press. Most, however, will answer questions 
regarding the interpretation of such released reports 
providing the answers do not reveal information of 
a confidential nature. The following are typical com- 
ments on the type of information given to security 
analysts. 
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“In general, we try to get into the hands of security 
analysts all the information which is published or re- 
leased to the press, all booklets about the corporation 
which are for general distribution, and to answer all 
questions from security analysts to the extent that they 
might be asked by any individual stockholder.” (Air 
conditioning) 

* * 

“We do not, in general, give them matters which are 
not printed in our reports or press releases. Of course, 
the particular items involved may be discussed in some- 
what more detail than is possible in the printed report. 
What I am trying to express is that we do not favor one 
as against another group but endeavor to give to our 
stockholders, as well as to the analysts, all the informa- 
tion which we feel it proper from time to time to 
divulge. We follow the same policy in responding to letters 
from stockhoders—regardless of who they may be.” 
(Paper) 


Interviews Elicit More Detail 


The executive vice president of a heating and 
plumbing company uses about the same words to de- 
scribe his company’s practices as does the president 
of the paper company quoted above, but he empha- 
sizes one point: “The informality of personal dis- 
cussion gives a wider latitude than do formal pub- 
lished reports.” 

The analyst who calls on a company ends up with 
more information about it than the average stock- 
holder because: (1) there must be a limit to the size 
of published reports; (2) the informality of personal 
discussion gives a company management wider lati- 
tude in discussing its problems and prospects than 
published reports do; and (3) the interests of the 
analysts are generally more detailed than those of a 
stockholder, and he is better equipped by training 
to ask revealing questions. 

Most cooperating companies indicate they would 
give any of their stockholders more information than 
is contained in their regular reports if the stockholders 
asked for it. However, the majority feel their regu- 
lar releases “contain all the information most stock- 
holders desire.” Most of the discussions between 
security analysts and company executives merely in- 
volve elaboration and explanations of such informa- 
tion as has already been made public. 


What Analysts Seek 


Companies indicate that security analysts are usu- 
ally interested in: 


1. The current problems and processes of the com- 
pany and its industry; 

2. Past and current operating results; 

8. Sales and profit outlook. 


Most companies are willing to discuss the current 
problems and processes of the company and industry 


with the security analyst. They believe that if the 
security analyst has an ample background of the in- 
dustry and the company he will be in a better position 
to appraise for himself the current activities and poli- 
cies of the organization.. Factory floor discussions 
are considered helpful in developing a security an- 
alyst’s appreciation of the nature and problems of an 
enterprise. 

When some companies find that questions concern- 
ing their own operations would involve divulging con- 
fidential information, they will answer the questions 
on an industry plane. With respect to past and cur- 
rent operating results, some cooperators will bring 
security analysts up to date on broad subjects such 
as inventories, orders, sales, production, and earn- 
ings. Information regarding individual product lines 
or sales divisions are generally not given out. In a 
few companies security analysts are provided with 
all the financial information which would be contained 
in a monthly operating statement. Other companies, 
however, are opposed to giving security analysts up- 
to-date operating results prior to their publication. 
Some believe that to do so would be unfair to the 
majority of their stockholders. Others feel interim re- 
ports may provide a distorted picture of the com- 
pany’s position. On the latter point, for example, a 
textile company with a marked seasonal pattern, 
writes: 


“We do not believe that short-term financial infor- 
mation has any value, and in the case of a business such 
as ours, which has pronounced seasonal aspects, it may 
even be highly misleading. For this reason, among others, 
we do not as a rule undertake to provide financial infor- 
mation beyond that which is contained in our regularly 
published reports.” 


A producer of industrial machinery has developed 
the following practice: 


“We will express our opinion on the forecast or outlook 
contained in previous releases. It might be simply an 
expression that the outlook in our previous annual report 
is materializing favorably, and from that we assume the 
analysts can put two and two together. We would answer 
a stockholder’s direct question in a similar manner.” 


Information on the Outlook 


There is little agreement among companies as to 
how much one should tell the security analyst about 
the sales and profit outlook. There are, on the one 
hand, those companies that flatly refuse to make any 
forecasts, and on the other hand, there are companies 
which provide security analysts with a periodic long- 
range forecast of its operations. 

An electric machinery company, for example, will 
“supply all the basic financial information and give 
them a projection of our sales for the next twelve 
months and discuss our long-range plans in a general 
manner.” 
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Those companies that do provide forecasts gener- 
ally couch them in broad terms and are careful to 
indicate that they are merely estimates. 

Perhaps the variances in the release of information 
to analysts is reflected in the procedures of the fol- 
lowing two companies: 


“The principal information given to security analysts 
which is not contained in our regular published reports 
and press releases is: 

e Estmiated construction expenditures for a period 
of months or years in advance; 

e Estimated expenditures on particular construction 
projects; 

e Estimated yields on such construction projects; 

e Trends in sales by product groups; 

e Estimated earnings for current periods; and 

e Technological advances with respect to processes.” 


(Chemicals) 


Tap Hae 


“We are not willing to give to the analyst: 

eA breakdown of sales and earnings by lines of 
products; 

e Any disclosure of specific amounts spent for adver- 
tising and. research; 

e Our management’s appraisal of future earnings and 
sales based on budgets and profits estimate; 

e Prospective changes in dividend policy, or in declar- 
ations of extra dividends; 

e Any specific interim information on_balance-sheet 
and working-capital position; 

e Any broad financing plans which may be under 
study. (Textiles) 


Companies that ordinarily do not give out infor- 
mation on anticipated sales or profits frequently 
make an exception to the policy in order to combat 
rumors or correct misinformation being disseminated 
about the company. For example, a producer of spe- 
cialized machinery whose policy is not to forecast 
profits or dividends points out: “On rare occasions 
we violate this principle and give a rough indication 
of anticipated profits in order to kill rumors that are 
altogether incorrect.” 

In general, however, companies tend to politely 
but firmly restrict security analysts to information 
_ available to stockholders. Of course, there is wide 
variation in the amount of detail companies will give 
stockholders on their operations. But the attitude ex- 
pressed by the president of an office equipment firm 
typifies the feelings of most cooperating companies: 


“We are quite conscious of the fact that a seemingly 
innocent individual piece of information with regard 
to the company’s prospects can be magnified far beyond 
its true importance or that information revealed to a 
single source or group may result in an unfair advantage 
to them. Therefore, we try to give analysts only such 
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information as has been released generally through the 
press or stockholder mailings.” 


RESULTS OF CULTIVATING ANALYSTS 


The advantage which most cooperating compan- 
ies see in cultivating the security analyst is his help 
in making the company and its activities better 
known to the investing public, thus creating a more 
active and favorable market for the company’s securi- 
ties. One executive states: “If it were not for the 
contacts we have had with security analysts, we 
would have to enlarge our own staff to perform part 
of this function.” 


A chemical company states: 


“It is our policy to cultivate security analysts, and 
we are of the opinion that our contacts have resulted 
in a favorable effect in the market for our securities. 
We believe that if a security analyst gains a good im- 
pression of a corporation and through his contact be- 
lieves that such a corporation is managed properly and 
has good prospects for future earnings, the corporation 
will undoubtedly benefit through the association.” 


Similarly, another chemical concern reports: 


“We believe our program has been successful in that 
many security analysts have recommended the pur- 
chase of our securities to their clients and numerous re- 
ports have been written about our company, both special 
and in regular financial publications. As a result, we 
feel that there is a broader interest in, and better 
market demand for, our stock.” 


The executive vice president of a steel company 
points to a possible disadvantage of not cooperating 
with security analysts. He writes: 


“It is very difficult to evaluate the improvement in 
security values resulting from recommendations of secur- 
ity analysts. We do have the very definite feeling, how- 
ever, that if a security analyst is not properly informed, 
he could be the source of disseminating incorrect infor- 
mation which could adversely affect the market price of 
the company’s stock. If such information coincided with 
a general decline in the market the adverse effects would 
tend to be magnified.” 


Increase in Stockholders 


Some companies that have experienced an increase 
in the number of their stockholders give the security 
analyst credit for a good part of the rise. No report- 
ing company has attempted to trace the security an- 
alyst’s influence on the market price of its stock, al- 
though some indicate that they believe contacts with 
security analysts have had a favorable influence. 


Market Can Be Overstimulated 


In contrast, a few companies see possible harm in 
discussing company affairs with analysts. An indus- 
trial machinery company executive writes: 
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“The security analysts have a job to do, and we feel 
the job may be hindered by too loose discussions of 
operations with them. It is evident that a dissemination 
of information and a better understanding by the an- 
alysts of the company’s operations may enhance the 
value of the securities. Such an enhancement brings with 
it demands for dividends commensurate with the mar- 
ket price of the stock; thus, to us, if we are not anxious 
to increase our dividend rate an enhancement of the 
securities might be detrimental and we prefer to let the 
market seek its own level.” 


Much the same view is expressed by the chairman 
of another machinery company: “We are not sure we 
like cultivating security analysts. A person who buys 
at the top often gets angry at the management even 
though he bought on the advice of an overenthusi- 
astic analyst or broker.” 


Relationships Sometimes Are Trying 


Furthermore, a few companies that like to coop- 
erate with analysts express displeasure with some of 
their practices. The treasurer of a rubber company 
writes: 


“We dislike having analysts write a report on our 
company and then send it in requesting our correction of 
the manuscript before it is used. We think that pro- 
cedure puts the company in an unfair position and would 
prefer to have them see us personally, talk the situation 
over, and then write their report independently of us.” 


And a textile company states: 


“The following remarks, while critical, are also meant 
to be helpful. The most capable analyst is one who is 
solely interested in, and has the ability to get at quick- 
ly, the real guts of the business which he is studying. 
He wants to know where the earnings of a company 
come from and what are the broad factors that affect 
those earnings. 


“Such an analyst understands the industry in which 
the company operates and has already taken steps to 
acquire all the background that he can from published 
data before he ever asks for a discussion with the company 
management. 


“There are many good analysts who measure up to 
these qualifications. 


“It is the analyst who expects the management to 
spoon-feed him with the background he should have al- 
ready acquired who is really being discourteous. More- 
over, there is nothing more irritating than to have to 
turn aside questions of detail that are clearly irrelevant 
and at times may even appear to be impertinent. 


“Then there is the analyst whose conclusions are only 
half baked. There are some in the field who will write 
glowing accounts and unrealistic predictions without ever 
consulting the management. They deserve to be dis- 
credited but at the same time we do not want such dis- 
credit to tarnish the reputation of the company.” 


A Source of Information 


Many executives regard the security analyst as a 
source of helpful information, although very few have 
attempted to obtain confidential information about 
competing companies from the analysts who call upon 
them. Some do, however, learn about the policies and 
activities of others in their industry. Also, they gain 
a knowledge as to what the professional investor looks 
for, what activities make companies attractive and 
how their company measures up to the standard of 
professional investors. 

To seek confidential information from the analyst 
would, in the opinion of many cooperators, be unfair. 

Says the treasurer of a steel company: “Frequently 
the financial information we may discuss with the 
analyst is of a confidential nature and we certainly 
would not want the analyst to make this same infor- 
mation available to others indiscriminately.” 

However, many companies find discussions with se- 
curity analysts helpful in appraising the general busi- 
ness outlook and the outlook in supplier and customer 
industries. A textile company, for example, reports: 


“Such contacts with security analysts have resulted 
in obtaining comparative financial information of the com- 
panies in our industry, an expression of opinion by such 
analysts as to the future prospects of the industry, the 
relative growth of the company, and new fields which 
might prove of interest to it.” 


Similarly, a railroad equipment company writes: 


“With respect to the results of our discussions with 
security analysts, it would be difficult to state with any 
certainty that any improvements in the market for our 
securities have resulted. But we have found visits with 
security analysts of considerable value in learning from 
time to time how the market in general appraises not 
only our company but other companies in whose affairs 
we are interested.” 


A heating and plumbing concern has experienced 
an even more direct benefit. 


“Our company has in recent years been interested in 
expansion through the acquisition of other companies and, 
as a result of contacts with security analysts, we have 
become acquainted with numerous business opportuni- 


ties which might otherwise not have been called to our 
attention.” 


And, finally, some companies simply regard the 
visits of security analysts as thought provoking. A 
chemical producer, for example, writes: “We feel that 
we learn as much or more from security analysts than 
they obtain from us. Their questions are intelligent 
and indicate many avenues of thought which we 
should pursue.” 

Joun H. Watson, III 
G. Cuark THomrpson 
Division of Business Practices 
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Instalment debt outstanding has risen sharply 


- - . noninstalment debt has risen slightly 
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Billions of dollars outstanding, end of month 


SELECTED BUSINESS 


Source: Federal Reserve 


INDICATORS 


1953 1952 Percentage Change 
Item Unit : Latest Month | Latest Month 
Aprilp March February April over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production, total (S)............ 1935-39 = 100 942 |r 242 |r 240 216 0 +12.0 
Durable: goodsi(S)\e cds ec dS le os ss 1935-39 = 100 329 327 322 277 +0.6 +18.8 
Nondurable BOOMS |S) peered are Ret heree orcas 1935-39 = 100 198 |r 200 198 183 -1.0 +8.2 
WiineralssUS) Scene ste etre. Vee tec ss 1935-39 = 100 160 |r 160 163 166 0 —3.6 

Consumer durables (S)!................45. 1947-49 = 100 n.d. 148 |r 148 104a) 0 +42.3 

Machine tools? ee isttne | Mags’ ck isesks akoees~ae eM 1945-47 = 100 373.1 |r 375.7 354.5 307.9 -0.7 +21.2 

Construction contracts awarded, residential *]| million dollars 674 605 419 682 +11.3 -1.1 

Construction contracts awarded, other®..... million dollars 1,068 742 603 916 +43.8 +16.6 

Retail sales (S). bere Sek fernysgs mS. VE; Mireetethe, 2 mnillion dollars 14,365 |r 14,413 |r 14,514 13,363 -0.3 +7.5 

Retail inventories (S)4..................5. tnillion dollars n.a. 21,227 |r 20,973 20,3214 +1.2 +4.5 

Department store sales (S)................ 1947-49 = 100 107 113 |r 111 103 -5.3 +3.9 

Department store inventories (S)*.......... 1947-49 = 100 na 121 122 114d 0.8 +6.1 

Manufacturing sales (S).................-- million dollars n.a. 25,428 |r 25,360 22,0854 +0.3 +15.1 

Manufacturing inventories (S)4,........... million dollars n.a 43,771 |r 43,848 43,2374 —0.2 +1.2 

Manufacturing new orders (S)............. million dollars n.a 25,249 |r 25,749 23,404a -1.9 +7.9 

Manufacturing unfilled orders............. muillion dollars n.a. 73,989 |r 73,699 68,992a +0.4 +7.2 

@arloadings, total’... 1. < bejeipen epee «iss, « thousand cars 748 701 683 731 +6.8 +2.4 

Carloadings, miscellaneous®................ thousand cars 388 387 373 369 +0.2 +5.0 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 88.0 90.1 88.7 98.0 -2.3 -10.2 

Wholesale commodity prices, all........... 1947-49 = 100 109.4 |r 110.0 109.6 111.8 -0.5 2.1 
DRASTIC cmencucnte. Ss DRAKE aPC OL RMR RE DEO 1947-49 = 100 97.5 |r 99.8 97.9 108.7 —2.3 -10.3 
Hincustrial remaectciee osreate crake sine oo plea 1947-49 = 100 113.3 113.4 113.1 113.3 -0.1 0 

Consumers’ price index............-.+.+:- 1947-49 = 100 113.7 113.6 113.4 112.9 +0.1 +0.7 

Farm parity price ratio................... 1910-14 = 100 93 94 94 100 -1.1 -7.0 

Non-agricultural employment.............. thousands 55,158 55,740 55,558 53,720 -1.0 +2.7 

Miperaployments,.. 5... sas ees segs eet = thousands 1,582 1,674 1,788 1,612 -5.5 -1.9 

Factory employment (R)................-. thousands 13,754 |r 13,843 |r 13,744 12,872 -0.6 +6.9 

Average weekly hours worked, manuf’ing (R)|} number 40.8 |r 41.1 40.9 39.8 -0.7 +2.5 

Average hourly earnings, manufacturing (R).|| dollars 1.75 1.75 1.74 1.65 0 +6.1 

Personal income (S)7............00 20 ee eee billion dollars n.a. 282.5 |r 280.9 261. 9a +0.6 +7.9 

Finance and Government— 

- Bank debits, outside New York City (R)’...|] million dollars 60,862 64,274 55,456 55,639 -5.3 +9.4 
Business loans (R)®............0-020ee00: million dollars 23,228 23,204 22,923 21,159 +0.1 +9.8 
Consumer instalment credit outstanding (R)‘4]) million dollars n.d. 19,285 |r 18,863 14,550a +2.2 +32.5 
Privately held money supply!.............. billion dollars n.a. 191.0 191.6 182.9a -0.3 +4.4 
Federal Trutigst TECEIPUS fers ovepe tie ooe-elarsre million dollars 2,849 10,502 5,479 4,323 —-72.9 -34.1 
Federal budget expenditures............... million dollars 6,362 6,187 5,595 6,016 +2.8 +5.8 
Defense expenditures.............--2+++5: million dollars 4,470 4,503 4,012 4,227 -0.7 +5.7 
Federal budget surplus or deficit, cumulative million dollars —9,284 5,771 —10,085 SERA) esse I boss 


S Adjusted for seasonal variation 7Annua!l rate REmployment, hours, and earnings series have been adjusted to Ist quarter 


1Qutput of major consumer durables 8338 centers 1951 bench-mark levels. Bank debits coverage has been expanded and debits to U. S. 
2Shipments 9Average of Wednesday figures _ vernment accounts and to time deposit accounts have been eliminated. Business 
337 eastern states 10From July 1 to end of month indicated loans coverage has been expanded. Consumer credit data have been expanded and 
4End of month aMarch, 1952 revised. All series are not comparable to earlier data shown. 


6Average recy ‘ é n.a.Not available 
6Average of 22 daily spot market prices pPreliminary 


Sources: Association of American Railroads; Bureau of 
National Machine Tool Builders Association; Treasury 
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DEPARTMENT STORES 
AND RETAIL TRADE 


tial changes in the pattern of consumer spending 

and in the structure of retail distribution. How 
have department stores—the giants of retail trade— 
fared in this period of change? 

Total retail sales in 1952 were more than $158 bil- 
lion, measured on the basis of the old Department of 
Commerce series.1 Department stores collected $10 
billion, 6.3% of the total. In the war years, 1943 and 
1944, these stores were receiving 8.4% of retail sales. 
Between 1944 and 1952 there was thus a cumulative 
decline of about one fourth in the proportion of retail 
spending which department stores were able to cap- 
ture. In the first quarter of this year their share fell 
further, to 6.0% of estimated sales, after adjustment 
for seasonal influences. 


Tia POSTWAR years have witnessed substan- 


THEY DON'T SELL EVERYTHING 


In some respects, this comparison is misleading. Al- 
though for reasons of institutional prestige a number 
of large stores in major cities give the impression 
that they sell anything and everything, as a matter 
of fact there are many types of merchandise which de- 
partment stores, taken together, sell either not at all 
or very little. For purposes of analysis, it is desirable 
to divide retail sales into a part which is competitive 
with department store trade and a part which is not. 

Unfortunately, the available information on volume 
of retail trade outside department stores is not broken 
down annually by type of goods sold. Instead, the 
classification goes by type of establishment, as grocery 
stores or automotive parts and accessories dealers. 
This classification in some instances does not afford an 
adequate basis for determining how much trade in 
each year was in items competitive with lines han- 
dled by department stores and how much was not, 
since some types of retail outlet sell both competitive 
and noncompetitive items. Further, annual data on 
some types of stores are not available separately, but 
only as part of a miscellaneous durable goods or non- 
durable goods stores category. 

In the new series, which has broader coverage, the figure for the 


year is $164 billion. Unless otherwise specified, retail sales figures 
for 1952 and 1953 used herein are Department of Commerce new 
series data adjusted downward to conform with the old series, which 
runs from 1929 through 1951. This procedure was found to be more 
desirable than attempting to make an accurate upward adjustment 
of the old series data for 1929-1951. 


Nevertheless there are several important kinds of 
stores for which data are available and with which 
department stores are not, on the whole, competitive. 
They are: food stores, motor vehicle dealers, eating 
and drinking places, lumberyards and building mate- 
rials dealers, and gasoline service stations. In addi- 
tion, the considerable volume of trade, in both dur- 
able and nondurable goods stores classified as “other,” 
can with good reason be placed in the noncompetitive 
category. 

Finding the reasons for the decline of department 
store importance thus breaks down into two further 
questions. How much of the decline in department 
stores’ share of total trade can be traced to a relative 
rise in the sale of goods not handled by department 
stores? And how have the department stores done 
with respect to the remaining portion of retail trade 
—the portion in which they can play a directly com- 
petitive role? 


INDUSTRY INCREASES VARIED 


Total retail sales more than doubled between 1945, 
the last year of hostilities, and 1952. In 1945, dealers 
in the noncompetitive group did 63.5% of all retail 
business; in 1952 they did 69.7%. Of the aggregate 
rise of $80.6 billion in total trade, $61 billion, or nearly 
76%, was recorded in the sales of stores in the non- 

1Stores in the miscellaneous durable goods and nondurable goods 
classifications, were judged to be preponderantly noncompetitive. 
They include ice, fuel dealers; fuel oil dealers; feed, farm, garden © 
supply stores; book stores; stationery stores; florists; cigar stores 
and stands; news dealers, newsstands; music stores; optical goods 
stores; office, store machine and equipment dealers; gift, novelty, 
souvenir stores; camera, photographic supply stores; farm equipment 
dealers; liquor stores. 


Dollar volume of total retail trade has risen more 
rapidly since the war than sales of department 
stores... 


200 20 
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Billions of dollars. 1929-1951 are old series figures. 1952- 
3 are new series adjusted. 1953 annual rate is 
based on seasonally adjusted data for first quarter 


Sources: Department of Commerce; The Conference Board 
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competitive category. One of these lines, eating and 
drinking places, has done far less well even than retail 
business in general, but the ability of the noncompeti- 
tive groups as a whole to capture the consumer dollar 
has increased out of proportion to their past impor- 
tance generally. In the first quarter of 1953, their 
share rose to 70.7% of the total. 

Within the remaining segment of retail trade—in 
which department stores are to greater or less degree 
directly competitive—the big stores have suffered a 
gradual decline. In 1945, 28.5 billion competitive dol- 
lars were collected, of which department stores got 
$6.5 billion, or 22.8%. By 1952, department stores 
were ringing cash registers at the rate of $10 billion, 
more than half again as much as in 1945, but their 
share of total competitive trade had slipped to 20.9%. 
In the first three months of this year, department 
store sales were estimated to be running at an annual 
rate of $10.1 billion, or 20.6% of a total competitive 
trade of $48.8 billion. 


TWO PATTERNS OF DECLINE 


Thus there are two patterns of decline. One shows 
department store sales falling quite rapidly since the 
war, as a percentage of total retail trade. The other, 
showing the department store share in the retail 
trade with which it is in direct rivalry, exhibits a 
drop, also, but a much more moderate one. It would 
seem that the big stores have suffered principally from 
a shift of purchasing away from the various lines in 
which they traditionally deal. Only to a lesser extent 
has their custom been wooed away by competitors 
going after the same buyers. 

These tendencies are compatible with respectable 


. .. but the proportion of retail trade with which 
department stores do not compete directly was 
also increasing 
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earnings on the part of department stores, for al- 
though their sales are not rising as fast as those of 
other retail trade, they are high and still rising. Six- 
teen of the largest department store chains, which to- 
gether in 1952 grossed $4,118 million as compared with 
a 1951 total of $3,967 million, showed profits of $110 
million, whereas in 1951 their earnings were less than 
$97 million. Nevertheless, both trends pose problems 
for the managers of the big emporiums. The under- 
lying causes are to a considerable degree intermingled, 
but an attempt can be made to account for each trend 
separately. 


WAR-BUILT FACTORS 


In part, the change in consumer spending patterns 
since the war represents a correction of distortions 
carried over from the war itself. In the early post- 
war period, the bulk of the jump in receipts within 
the noncompetitive group occurred in automotive and 
food sales, with the end of wartime shortages and 
rationing. The lifting of controls affected the value of 
sales substantially; the food component of the con- 
sumers’ price index rose somewhat more than 28% be- 
tween 1945 and 1947. Among other factors, the re- 
turn of service personnel to the civilian market had 
much to do with the enhanced dollar volume of ex- 
penditures on goods sold in food stores, as did the 
fact that these stores were selling larger quantities of 
nonfood items, such as housewares, drugs, and apparel 
accessories. 

Undoubtedly, however, part of the shift is owing to 
the operation of basic economic and social factors: 
changes in the level and distribution of income, sub- 
urbanization, alterations in size of household, in- 


. - - So that the share of department stores in the 
lines in which they do compete fell more slowly 
than their share of all retail trade 


ao RATIO SCALE 


26 AS PERCENT OF 
COMPETITIVE RETAIL SALES 
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‘) 5 : 
1929 533 3: 4l 45 49 3 
See notes for previous chart 


Sources: Department of Commerce; The Conference Board 


228 


creased importance of the automobile in the use of 
leisure and in the operation of households. 

These and related factors, which are of a more 
long-term character, affect the competitive position 
of department stores, immobilized as they often are 
by their large investments in central cities, while a 
part of the market has moved away from them to 
be followed by the less opulently capitalized specialty 
stores. 

The proportion of retail dollars accounted for 
by stores in cities of 250,000 inhabitants and over 
dropped from 34% to 31% between 1939 and 1948. 
(More recent data are not yet available; it is probable 
that the decline has accelerated since 1948 as a con- 
comitant of the rapid suburbanization that has oc- 
curred in recent years.) 

The population and income movements involved 
here may well have affected department stores more 
than others, inasmuch as 62% of their 1948 sales were 
registered in cities of this size (250,000 and up); on the 
other hand, only 31% of all retail trade and about 
38% of competitive trade occurred in these commu- 
nities. 


MORE SUBURBAN BRANCH STORES 


Department store business is especially vulner- 
able to decentralization of population. This is evi- 
denced by the fact that, of the department store 
sales which in 1948 were recorded in the Census’ 
standard metropolitan areas, more than 90% took 
place in the central cities. For all trade, the figure 
was 71%. 

Major department stores have attempted to follow 
their clientele to the suburbs by establishing bran- 
ches; and there are indications that in some areas, 
especially large cities like New York, the extent of 
the decline in department stores’ proportion of all 
trade has been overstated by inability of govern- 
mental reporting agencies to keep up with the open- 
ings of new branch outlets. It is believed, however, 
that, on a national level, coverage has not been defi- 
cient to a significant degree. 

Apparel and home furnishings together account for 
about three fourths of all department store trade. If 
sales by department stores in these crucial lines are 
compared with the sales of all other establishments 
where business is predominantly in these goods, at 
least a rough conception can be obtained of some of 
the areas of retail trade in which the big emporiums 
have lagged competitively. 

During the war, sales of department stores in the 
apparel! category were less than 33% of total apparel 
sales by department stores and apparel shops.? This 
was less than their proportion in prewar years. Since 


1Includes women’s and misses’ ready-to-wear accessories and ap- 
parel, men’s and boys’ wear, and basement shoes. 

"Includes men’s and boys’ wear stores, women’s apparel and 
accessory stores, family and other apparel stores and shoe stores. 


Department Store Sales of Apparel and 
Home Furnishings 


Department Store Sales of 
Home Furnishings! 


ae ae Be 
A: f Sales |As % of All Retail 
e. of a Home Furnish- 


Department Store Sales of 
Appare 


As % | Sales 


Year % of 


As fo 0 
All Retail 


All Departments Apparel Sales? |All Departments] _ ings Sales? 
WO4L ire 53.6 34.1 18.2 22.0 
1942.0... 55.4 33.0 16.4 23.9 
1943...... 57.3 $2.1 13.8 24.9 
1944...... 57.6 32.6 12.8 23.8 
1945.0. 58.0 32.4 13.3 23.5 
1946...... 54.9 33.5 a he ge | 22.4 
LOST cece. 53.8 33.9 19.0 21.0 
ik! | 54.9 34.6 20.0 21.5 
19495 %..2 55.0 34.3 19.8 20.6 
1950...... 53.1 $5.3 22.2 20.4 
1s) 53.8 34.6 21.2 20.6 
LOGS as 55.4 34.6 19.8 19.1 


1Excludes basement store home furnishings é 
2Includes only department store apparel sales and sales of stores in apparel group 
Includes only department store home furnishings sales and sales of stores in furni- 


ture and appliances group 
Sources: Federal Reserve Board; Department of Commerce; THE CONFERENCE 
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the war, however, the big emporiums have fairly 
steadily improved their position in the apparel field. 
In 1950, their share reached a postwar peak of 35.3%, 
and in 1951 and 1952 ran at about 34.6%. Interest- 
ingly, the 1950 high was attained when the ratio of 
department store apparel sales to aggregate depart- 
ment store trade reached its postwar low of 53.1%. 
Evidently soft goods departments benefited from the 
business of customers who were drawn to department 
stores for durable goods during the spending splurge 
of the latter half of the year. 

The position of department stores in home furnish- 
ings trade! has declined steadily during the postwar 
period. In 1943, the department store share stood at 
24.9%, and in 1945 at 23.5%; by 1952, it had fallen 
to 19.1%. 


FACTOR OF HOME FURNISHINGS 


This decline occurred even though the contribution 
of home furnishings departments to department store 
sales volume rose markedly in the postwar years. As 
a matter of fact, these departments are responsible in 
a major degree for much of the strength department 
stores’ sales have shown in the postwar retail trade 
picture, although there is some doubt whether their 
contribution to profits has been as great as to sales. 
Home furnishings sales in exclusively home-furnish- 
ings stores,” however, have risen far more rapidly than 
they have in the department stores—from $2,740 
million in 1945 to over $8 billion in each of the years 
1950 through 1952. The home-furnishings area has 


"Includes the following departments (in main store only): furniture 
and bedding; domestic floor coverings; draperies, curtains, upholstery, 
and awnings; lamps and shades; china and glassware; major house- 
hold appliances; housewares (including small appliances); gift shop; 
radios, phonographs, television, records and instruments. 

*Includes furniture stores; floor covering stores; drapery, curtain 
and upholstery stores; china, glassware and metalware stores; antique 
stores: Stes home-furnishings stores; household appliance stores; 
radio stores. 
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been one of the fastest growing in all retail trade, and 
department stores have thus far been unable to keep 
pace with their competition. 

There are some long-term factors—the trend to- 
wards homeownership, the decreasing proportion of 
never-married persons in the population, the decreas- 
ing average size of household (that is, the increasing 
ratio of households to total population) —which appear 
to favor trade in home furnishings, while there seem to 
be no specifically favorable long-term factors in the 
case of apparel and at least one unfavorable factor— 
the tendency of Americans toward a more casual, 
sportive, mobile way of life and dress. In view of 
these developments, the recent action of some lead- 
ing department stores in dropping their television and 
major appliance departments completely, or leasing 
them to outside retailers, is one unfavorable aspect of 
the department store prospect. 

In 1929, department store sales comprised 8.1% 
of all retail trade. By 1933, the proportion had risen 
to 9.1%, but in the latter part of the depression decade 
it fell off almost steadily. By 1941, it was down to 
7.71%. 

A decline in department store sales in relation to all 
retail trade during a peacetime period of rising income 
is thus not a novelty, although the great depth of 
the postwar decline suggests that there are secular 
as well as cyclical factors at work. In the long upturn 
after 1933, the decline occurred because of the in- 
creasing importance of the noncompetitive group, and 
despite the fact that department stores consistently 
maintained a stronger position within the competi- 
tive group than they had enjoyed in 1929. In recent 
years, the department stores have lost out against 
both total trade and total competitive trade. 

The tendency of department stores to lose competi- 
tive position in total trade during an expansionary 
phase of the business cycle and to better their position 
during a period of depression is related to the steep 
swings in durables sales which characteristically occur 
in these periods and which affect a larger segment 
of the noncompetitive group than of the competitive 
group. The current greatly augmented importance 
of durables (especially of automobiles) in personal 
consumption outlays suggests that, if there is a drop 
in automotive sales in the latter part of this year, 
the department stores may have a larger share of total 

‘retail business than their first-quarter showing 
portends. 

The bettered relative position of department stores 
in time of recession is also, in some measure, a reflec- 
tion of the superior staying power of the larger 
stores. Proprietors of small enterprises typically will 
not suffer sustained losses over a long period, but will 
instead liquidate their investment. Larger firms, espe- 
cially if incorporated, are much more likely to stay in 
business in bad times, even if they show no profit for 
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several years. Through the years 1930-1933, for in- 
stance, the number of stores in the apparel group dis- 
appearing or losing their identity by change of owner- 
ship totaled 50% of the number of such stores in 
existence in 1929. For the furniture and household 
appliances group the disappearance rate was more 
than 45%, whereas for department stores it was less 
than 25% in that period.! 


Puitre GOLDEN 
Division of Business Economics 


1Census of American Business, Retail Distribution, 1933, vol. IV, 
p. xiii (Bureau of the Census, 1935). 


Correction 


The attention of Taz Conrserence Boarp has been 
directed to a wrong impression that has been created 
by our survey of business practices last month on 
“New Materials and New Uses for Old Materials.” 
We included on page 207 of The Business Record a 
somewhat generalized and indirect observation by one 
of the cooperators which may have given to some the 
impression that we were reporting that Vicara zein 
fiber, a product of the Fiber Division of Virginia- 
Carolina Chemical Corporation, has now less general 
market acceptance than formerly. 

We invite our readers’ attention to the inconsistency 
of the generalized statement when compared with the 
listing of Vicara in the same survey, along with other 
well-known synthetic fibers, as being currently used 
by another manufacturer; and to our subsequent veri- 
fication of some of the current uses of Vicara by other 
companies. 

We are informed that among well-known manufac- 
turers advertising products containing Vicara are 
Burlington Mills Corporation, for hosiery; Caron Spin- 
ning Company, for yarns; Cluett, Peabody & Co., Inc., 
for Arrow sports shirts; Esquire Socks, for hosiery; 
Fieldcrest Mills, for blankets; F. Jacobson & Sons, 
for Jayson sports shirts; H. Lissner & Co., Inc., for 
slacks; Jantzen Knitting Mills, for men’s and women’s 
sweaters, vests, knitted and woven separates and 
matching shoes; Katz, Jacobson & Paris, Inc., for 
Town and Campus boys’ suits; Lilly Mills Company, 
for hand knitting yarns; Manhattan Shirt Company 
and Marlboro Shirt Company, for sports shirts; Mer- 
rill-Sharpe Ltd., for sports shirts, walking shorts, 
swim trunks and beach coats; Mooresville Mills, for 
shirt, robe and dress fabrics; Phillips-Jones Corpora- 
tion, for Van Heusen sports shirts; Phoenix Hosiery 
Company, for hosiery; Shenanigans Division-WJB 
Corporation, for knitted and woven separates; Townley 
Frock, Inc., for Claire McCardell dresses; Van Baalen 
Heilbrun & Co., Inc., for State-O-Maine Robes; Wm. 
Schwartz & Co., for Chips & Twigs boys’ sports 
shirts; and Wyner Fabrics, Ltd., for jersey piece goods. 

We have made no attempt to ascertain or list all 
users of Vicara, as it is our opinion that the above 
listing would suffice to correct any erroneous impres- 
sion which may have been given and which we regret. 


FINANCIAL NOTES AND FOOTNOTES 


BY THE MIDDLE of May, the money market seemed to 


have settled down to lend strong support to the view 
that genuine investment demand existed sufficient to 
take up about $1 billion worth of Treasury long-terms at 
a 31/,°%, rate—but that little more than that could be 
reasonably expected. This was the opinion of some 
seasoned market observers from the first, and it ap- 
pears to have been the estimate of the Treasury, too. 
For one reason or another, however, “free riders” in 
large numbers entered the picture to give the impres- 
sion to the uninitiated, first, that much greater de- 
mand existed, and, later, that the volume of available 
funds was much smaller. 

The fact that the Treasury in providing for its 
June needs avoided the long-term market altogether, 
and felt the necessity of offering yields on shorter 
issues which have not been seen in the Street since 
the bank holiday in 1933, seemed to warrant two or 
three interesting conclusions. 

One of these is obvious. The authorities thought it wise 
to give the market some time in which to digest the 3!/,'s 
it had already taken down. Expressed in another way, 
the Treasury recognized that a billion dollars was 
about the limit of the demand at present for this 
type of issue. 

Another conclusion warranted by this act of the Treas- 
ury is that the Washington authorities concur in the widely 
held view that for the immediate future tighter conditions 
will continue to prevail in the money market. 
~The third observation—and possibly the most interest- 
ing of all—is that the new administration in the Treasury 
is content to pay what the market requires. No demand 
has been heard from it that the Federal Reserve in- 
tervene to make things easier for the Treasury or to 
reduce interest costs on its borrowings. 

If the Treasury is indeed convinced that relatively 
tight conditions are destined to continue for as long 
as can be readily foreseen, it has arrived at about the 
same conclusion as have most observers in the mar- 
ket itself. There have been, to be sure, a few some- 
what hesitant suggestions here and there that the 
lighter tax demands on corporations in the second 
half (by reason of the operations of the Mills plan) 
and a considerable inflow of funds from mortgage 
amortization and from some other sources might, 
in conjunction with a possible reduction in the de- 
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mand for new funds for construction and plant en- 
largement and improvement, result in an easing of 
money rates. But by far the prevailing view, how- 
ever, seems to be to the contrary. 

Statistical and other reports reveal no accumulation 
of investment funds in the hands of life insurance com- 
panies, savings banks and other institutions performing 
similar investment functions. Nor is the outlook among 
such institutions, so far as can be learned, suggestive 
of accumulations in excess of investment opportunities 
readily available. 

Neither has there yet appeared any clear indication of 
any falling off in offerings of new securities. New-money 
flotations so far this year appear to be carrying for- 
ward the record volume which characterized last 
year. There is no observable slowing down as some 
observers had been inclined to expect. Plans for 
capital investment are reported to call for larger out- 
lays this year than last, and banks (and possibly in 
some instances other types of lenders) are more reluc- 
tant now to make loans for capital purposes than 
they were even a year ago. 

To some observers it does appear that the tax-exempt 
list has suffered disproportionately in the matter of prices 


and yields. It is pointed out that some highly rated 


issues are now offering yields with which no taxable 
security could hope to compete for funds from higher 
bracket incomes. This, however, is viewed as primar- 
ily a maladjustment which has developed in a market 
which has at times of late been a little on the hectic 
side. It may be that the municipal bond market will 
show greater strength in the early future, or it may 
be that other sections of the market will recede some- 
what further, but so far there is little to indicate that 
the volume of municipal offerings will decline very 
much in the early future. 

Some of the consequences of tighter money market 
conditions as a regular thing are not altogether easy 
to foresee. The result could be, of course, nothing 
more than a somewhat higher rate of return to those 
who provide the funds and a somewhat greater inter- 
est cost to those who borrow. 

So far, rates are really not high. On the contrary, 
at almost any time in our history prior to 1929 such 
rates would be have been regarded as definitely low. 
Without appreciably higher charges, it hardly seems 
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likely that increased costs of borrowing or of obtaining 


capital in any other way would be great enough of them- 


selves to deter entrepreneurial ventures. The rise in 
rates may or may not be great enough to bring more 
investment funds into the markets, either. 

But, of course, either of these developments is pos- 
sible. Either would grow more probable with further 
increases in rates. Effects upon borrowers would 
probably be selective. So-called marginal seekers 
after capital would be the ones most affected, partly 
because they would have greater difficulty in absorb- 
ing additional costs. Another possible reason would 
be that changes in the demand and supply relation- 
ships in the money market and of a possibility of 
altered appraisal of the general business outlook 
would tend to make lenders more discriminating. 

It is in such aspects as these that the so-called 
psychological factors are most likely to be felt. Suffi- 
ciently high rates could, of course, conceivably draw 
funds into the investment market from at least two 
sources. One of them would be funds now idle or 
relatively so. The rate of turnover of demand deposits 
is still relatively low. Apparently a good many 
owners of such funds are carrying larger cash re- 
serves than they ordinarily do. Activization of these 
funds for investment purposes would, of course, add 
to the volume of funds available to the market. Funds 
could also be brought into the investment market by 
reason of diversion from consumers’ markets. Indi- 
viduals could spend less on consumer goods and invest 
more of their current income. 

Whether such rates as now obtain would have either 
result in appreciable degree remains in the field of con- 
jecture. A priori, these rates would appear too low to 
have much effect of this sort. 

It is nonetheless among those who fear—or profess 
to fear—curtailment in consumer expenditures that 
some of the most vigorous complaints about the 
greater firmness of the Federal Reserve authorities 
originates. The reasoning, however, runs not so much 
from possible diversion of consumption expenditures 
to investment, as from fear of curtailment of the vol- 
ume of credit available to consumers themselves. Of 
course, substantial diversion from consumption might 
very well indirectly curtail demand for investment 
funds by reducing market prospects for consumption 

. goods. 

There has, however, been a marked rise in the vol- 
ume of consumers’ loans of almost every sort. The 
authorities have been obviously uneasy about this 
aspect of the situation for a good while past. 
Now there is uneasiness in some quarters about the pos- 
sibility of curtailment, or at the very least restraint upon 
further growth, of this type of credit. 

Nonbanking lenders are known to be well “loaned 
up.” The larger banks of the country are reported to 
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feel that they have about all of this type of paper 
they want—and that includes not only consumer loans 
directly made, but also loans made to lenders to con- 
sumers. Substantial further credits of this sort may, 
however, be made by the banking system, since so- 
called interior banks are said not yet to have taken 
as much of this type of paper as they would like to 
have. 

But further enlargement of the total of outstanding 
bank credit must of necessity encounter reserve difficul- 
ties unless the Reserve banks increase their holdings of 


governments. Hence the demand—growing demand it 


would appear—from important segments of the popu- 


lation which believe themselves likely to be helped by 
a loosening up of Federal Reserve policy. And these 
latter are gaining support from others who fear the 
psychological effect of firmness on the part of the 
Federal Reserve as much as anything else—F. W. J. 


PS. 


1. The 25%’s were not very well received. 

2. Governments made new lows late in May. 

3. The Reserve bought governments in each of the last 
three weeks of May. 

4. Gold outflow was resumed during the last week in May; 
money in circulation rose in anticipation of the holiday. 


Business Book Shelf 


Industrial Traffic Management—Deals with the physical 
operation of transportation facilities and the busmess 
practices and policies of transportation as they affect the 
traffic manager. Describes traffic management, discusses 
the problems with which traffic managers are confronted 
and shows how they have been handled by public ana 
private agencies. By Thurman W. Van Metre, McGrau- 
Hill Book Company, 1953. $6.50 


Productivity in the Blast-furnace and Open-hearth Seg- 
ments of the Steel Industry, 1920-1946—A study of out- 
put per man-hour trends in the two segments of the steel 
industry made both for the industry as a whole and at the 
plant level. To a great extent this work deals with im- 
provements in capital equipment and evaluates their 
contribution to increased productivity. It also investigates 
other factors responsible for the change—William T. 
Hogan, Fordham University Press, New York. 1950. $4. 


Some Observations on Executive Retirement—This study 
is based largely on interviews with business administrators 
and retired executives. It reports their experiences from 
the individual and the administrative point of view. It 
also reports the views of professional men looking at 
some aspects of the retirement problem from the outside. 
Harold R. Hall, Division of Research of the Graduate 
School of Business Administration, Harvard University, 
Boston, 1953. $3.76. 
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Financing is mostly Canadian. Depreciation and 
business earnings supplied the largest share .. . 


Many of Canada's postwar advances have a 
frontier aura about them—though with a modern 
touch. Oil drilling has spread rapidly through the 
rich prairie provinces; vast new iron ore bodies are 
being exploited in the wastes of Labrador; uranium 
lodes are being probed in Saskatchewan; and great 
hydroelectric projects are under way in the north- 
west. 


But most investment activity still centers in the 
established eastern areas: in manufacturing, utilities, 
housing and trade. Since Korea, capital outlays have 
expanded rapidly in defense and allied industries, 
contracted in less essential areas. Outlays in heavy 
manufacturing increased about 150% between 1950 
and 1952, while investment in housing and trade 
stabilized. Plans for 1953, however, indicate a re- 
versal of the post-Korea trend: a decline in heavy 
manufacturing, a rise in housing and trade. 


All data expressed in Canadian dollars 


Sources: Canadian Department of Trade and Commerce; The Con- 
ference Board 


——_—————— 


SOCIAL SECURITY REAPPRAISED 


under scrutiny again—this time under the aegis 
of a government agency recently elevated to 
cabinet status, the new Department of Health, Edu- 
cation and Welfare. The purpose is to determine what 
income maintenance program will meet the needs of 
the aged in a manner not only to their best interests 
but to the best interests of the population as a whole. 
Is the double-pronged “insurance-assistance” ap- 
proach, which was formulated two decades ago, still 
the soundest one for us to be pursuing today? If so, 
in what way, if any, should it be modified? The spe- 
cific issues that require consideration in answering 
this question include: 


[ou FEDERAL Social Security system is 


1. Extending coverage to groups presently excluded 
from public retirement systems; 

2. Integrating OASI with other government retirement 
programs; 

3. Protecting the insurance rights of the permanently 
and totally disabled; 

4. Deciding whether the benefit should be automatic 
upon reaching a specified age or restricted to persons 
with limited earnings; 

5. Blanketing in the retired aged not currently receiv- 
ing insurance benefits, and selecting the benefit amount; 

6. Choosing between pay-as-you-go and the present 
reserve system of financing the insurance program; 

7. Continuing federal participation in the old-age as- 
sistance program or turning over the responsibility to 
state and local governments; 

8. Ascertaining the appropriate roles of insurance and 
assistance and defining their proper relationship to each 
other. 


One observation that emerges from current dis- 
cussion is that provision of a minimum income to aged 
persons is now widely accepted as a function of gov- 
ernment. Current investigations are aimed at discov- 
ering how this can be most satisfactorily accomplished 
—not whether it should be done. 


Dependent vs. Productive Age Groups 


No matter what type of pension plan is adopted, 
the plain and simple fact is that today’s aged are 
supported by today’s workers, and tomorrow’s aged 
by tomorrow’s workers. For retirement benefits must 
come out of the current national output of goods 
and services at any particular time. 

The number of aged in our population has increased 
relative to the number of persons of working age: i.e., 


twenty to sixty-four years old. And it is expected to 
continue to increase for many decades to come. In 
1900 there were almost thirteen persons of productive 
ages for every person sixty-five or over. By 1950, 
the ratio had dropped to about seven to one, and 
projections place it for the year 2000 in the neigh- 
borhood of five workers for every aged person.' 
This trend has been coupled with declining labor force 
participation on the part of persons past sixty-five. 

Increasing numbers of aged persons would repre- 
sent a more serious dependency problem to the work- 
ing population if it were not for the fact that the 
nonworking group at the other end of the age scale, 
the children, had at the same time declined sharply— 
from eighty-six children per one hundred workers in 
1900 to fifty-nine children per one hundred workers 
in 1950. (Chart, page 236.) Extraordinarily high birth 
rates in the past decade will reverse this trend for 
the next few years, according to projections. It is 
expected to head downward again—but in a more 
moderate fashion—after 1960. 

Taking the two dependency groups together—chil- 
dren plus aged—this is the outlook over the next 
fifty years: An increase in the proportion they repre- 
sent of productive groups from 73% in 1950 to a peak 
of 83%-84% in 1960. Then a drop from 68%-77% 
in 1975 and a leveling off thereafter. 

But the fact that dependency age groups are not 
expected to increase alarmingly as compared with 
productive age groups should not hide the large ad- 
vances forecast in the actwal number of persons sixty- 
five years or over. Rising from just 3 million in 1900 
to 9 million in 1940 and to more than 12 million in 
1950, projections place the number of aged at about 
20 million in 1975, and from 26 million to 28 million 
at the close of the century. The size of the aged popu- 
lation is an important factor in the future costs of 
any pension program. 


OASI Coverage for All Employed Persons 


Sixty million civilians work for pay—either in jobs 
for others or self-employment. OASI currently covers 
almost eight out of ten, while other public programs 
protect an additional one out of ten. Thus only one 


_ The figures quoted in this section are the two population projec- 
tions on which the new cost estimates for OASI will be based. They 
are the “C” (high fertility and high mortality) and “D” (low fertility 
and low mortality) projections shown in “Illustrative United States 
Population Projections, 1952,” by Robert J. Myers and E. A. Rasor 
Actuarial Study. No. 33, November, 1952, United States Social 
Security Administration. For methodology and assumptions, and 
two additional projections, see that publication. : 
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Almost nine out of ten civilians who work for pay are covered by public retirement 
programs. The majority of excluded persons are in agricultural pursuits 
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out of ten employed civilians is still without any 
provision for a government retirement benefit! Ex- 
tension of OASI coverage to these 7 million persons 
is a goal on which there seems to be more general 
agreement than on any other aspect of the program. 
It is the one social security “must” enunciated in 
President Eisenhower’s State of the Union message, 
and may be pushed ahead of a comprehensive over- 
haul of the OASI program. 


Categories Not Covered 


The majority of employed civilians who are not 
covered by any public retirement program are to be 
found in agriculture—almost 4 million as farm owners, 
_ tenants, or sharecroppers, and another 1 million as 
farm workers not regularly employed by the same 
farmer. (Chart, page 235.) Among the remaining “ex- 
cluded” are self-employed professional persons, and 
self-employed nonprofessional persons having net an- 
nual earnings of less than $400 (900,000); domestic 
workers not regularly employed in the same household 
(800,000) ; ordained ministers (190,000) ; employees of 


1The 3.5 million persons currently in the Armed Forces also have 
OASI protection. Wage credits of $160 a month are provided for 
each month of active military service from September 16, 1940, 
to January 1, 1954. 
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nonprofit organizations which have not elected cover- 
age (250,000); and miscellaneous other groups tetal- 
ing about 60,000. 

Chief opposition in the past to bringing these cate- 
gories under OASI has come from many of the ex- 
cluded persons themselves, and not from the legis- 
lators. Doctors, lawyers, dentists, engineers, etc., 
were not touched by the 1950 amendments because 
their spokesmen requested that they be exempt from 
coverage, while organizations representing farmers 
were split on the issue. Bills permitting professional 
persons to come under OASI on a voluntary basis 
have already been introduced.1 

Methods of solving administrative difficulties—the 
second big hurdle to universal coverage—are now 
under study. Experience over the past two and one- 
half years with collecting taxes from the nonfarm 
self-employed, and on behalf of regularly employed 
farm and domestic workers, may point the way. 

1However, such groups seem more interested in legislation which 
would encourage self-employed persons (and employed persons whose 
employers do not have pension plans) to make provision for their 
own retirement. The Keogh-Reed bills introduced in the 82nd Con- 
gress, and H. R. 10, H. R. 11, H. R. 2533, and H. R. 2692, on which 
hearings are expected this month, would do this by deferring taxes 


on certain portions of current income, if the portions thus excluded 
are used to purchase retirement insurance. 
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Source: Social Security Administration 


There still remains the ticklish problem of absorb- 
ing other public retirement programs into the social 
security system. Since benefits paid under railroad 
retirement, civil service, and other government pro- 
grams are often quite superior to those provided by 
OASI these groups have traditionally fought inte- 
gration. Perhaps the most that can be expected here 
is a coordination among the various programs which 
would protect the insurance rights of workers who 
move from job to job without remaining under any 
one system long enough to attain fully insured status. 
Railroad retirement was so coordinated with OASI in 
1951 that railroad employment may now be consid- 
ered to be covered by both programs. Workers retir- 
ing with fewer than ten years of railroad employ- 
ment come under the scope of OASI. With at least 
ten years of railroad employment, they receive rail- 
road retirement annuities. 


FINANCING OLD-AGE BENEFITS 


The issue of financing old-age and survivors’ insur- 
ance is the toughest to solve, the least susceptible to 
clear and objective analysis, and the most vulnerable 
to criticism. There is apparently no “right” solution 
for it to which all would agree. 


Currently, we are paying for OASI benefits through 
a payroll tax of 114% each on employers and em- 
ployees, and 214% on self-employed persons, applic- 
able to the first $3,600 of covered wages or self-em- 
ployment income. Under existing legislation, the tax 
is due to increase on January 1, 1954, to 2% and 3% 
respectively, and to be stepped up further at five- 
year intervals until rates reach 344% each for em- 
ployers and employees and 47% for the self-employed 
from 1970 on. 

This graded schedule is considered by the Actuary 
for the Social Security Administration to be roughly 
equivalent to the level-premium cost of the OASI 
program as amended in 1952.1 According to his calcu- 
lations, 5.9% would be the average annual combined 
rate necessary to finance the program “from here to 
eternity,” or more technically, after 1950 and into 
perpetuity. Interest earnings of 214% are implicit in 
the level-premium estimate of 5.9%. On the assump- 
tion of a 2% interest rate, the level premium would 
be 6.1%. 


Size of Reserves 


At the end of April, reserves in the OASI trust fund 
approximated $18 billion. Should taxes increase ac- 
cording to the schedule, the fund would grow steadily 
over the next four decades, reaching a maximum of 
almost $110 billion in 1995. Then it would decline 
slowly according to the intermediate-cost estimate. 

But it is quite unlikely that taxes will increase on 
schedule, or that reserves will ever be permitted to 
reach such magnitudes. President Eisenhower, in his 
radio address on May 19, stated that the increase 
scheduled to go into effect next January 1 “can and 
should be postponed, for the old-age and survivors’ 
trust fund has now reached $18 billion and receipts 
at present tax rates are in excess of current expendi- 
tures.” OASTI tax rates have been frozen many times 
before while reserves have continued to accumulate.? 


Assuming our present type of OASI program, under 
which the annual outlay will gradually increase over 
the years so as to become many times as large in. re- 
lation to wages fifty years hence as at the beginning, 
we have several choices in revising our methods of 
financing.® 


1. Current-cost Financing or "Pay-as-you-go" 


Contribution rates might be fixed so as to yield 
revenues each year roughly equivalent to the benefit 
disbursements (and administrative expenses) of that 

1The term level-premium is not used here in the same sense as it 


is in private life insurance. A discussion of its meaning under OASI 
appears a little further on in this article. 


*See Financial Policy in Old-Age and Survivors Insurance, 1935-50,” 
by James S. Parker, Social Security Bulletin, June, 1951, pp. 3-10. 
_ *For a fuller discussion of this subject, see “Social Security Financ- 
ing,” by Ida C. Merriam, Bureau Report No. 17, Division af Reoeaceh 
and Statistics, Social Security Administration, November, 1952. 
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year. This would mean a gradual rise in revenue re- 
quirements over the next fifty years. 

Pay-as-you-go contributions as a percentage of 
taxable wages required for the present system would 
be, for employers and employees jointly, roughly as 
follows: 1 


Low-cost High-cost Intermediate- 


Year Estimate Estimate cost Estimate 
LOOSE ee ee cee tcc e. 1.7 Late itelrg 
LE enna Bea dh era pecan rade ae aoe 2.1 2.6 2A 
NOGOM rr ee ee er. os ei a. 2.9 3.7 3.3 
Deterrence las ca ausiks cieqs wren 4.0 iS fst 4.7 
OSU MER tee oe eee e «het wees 4.9 heal 6.0 
SODOMY Stine. eas Zee kee 5.7 8.9 7.3 
AUS Beis one Bot ee ee eae 5.8 10.1 7.8 


Objections to “pay-as-you-go” have been that while 
contribution rates in the early years may be so low 
as to raise doubts concerning the contributory char- 
acter of the program, they may be “too high” in the 
later years from an economic viewpoint, particularly 
if they are to be paid entirely by employers and 
workers. The uncertain and erratic movements of 
contribution rates that may result from short-term 
fluctuations in benefits has also been used as an argu- 
ment against a strict current-cost financing system. 

Proponents argue that, in reality, we are paying as 
we go, even if we accumulate a trust fund, as the re- 
serves in the fund consist of government securities 
which will have to be converted into cash by means 
of taxation or borrowing when the time comes that 
benefits exceed contributions. They believe it would 
be preferable to meet benefit costs as they arise. 


2. Level-Premium Rate Financing 


At the other extreme, a uniform contribution rate 
could be paid from the beginning which would be 
much higher during the early years than required to 
meet current benefit outlays and lower than would be 
necessary in the later years. This is what is known as 
the level-premium rate. 

Excess contributions would be placed in a trust 
fund, which would remain perpetually invested with 
no liquidation of assets planned for it. Interest earn- 
ings on the trust fund would be expected to just make 
up the difference between contribution revenues and 
benefit payments plus administrative expenses when 
the time came that such outlays would exceed the in- 
come based on the level-premium rate. Because of 
the enormous reserve fund that would result from 
_ level-premium financing, it has never been seriously 
argued that it be adopted in this country. 


3. Intermediate Methods 


Other financing methods would fali somewhere 
between current-cost and level-premium-rate financ- 
ing, as our present contribution schedule does. But 
the existing setup is far closer to the level-premium 
method. Sentiment is mounting to pull it in the 
other direction—toward pay-as-you-go. 
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The situation today, it is argued, differs signifi- 
cantly from the situation when the program got under 
way, simply because $18 billion has been accumu- 
lated in the trust fund. These assets could be used 
as a cushion—a limited contingency reserve—under 
the current-cost financing system. Sharp sudden 
changes in payroll tax rates would not be necessary; 
the fund would absorb temporary fluctuations in 
benefit costs. 

The question now to be answered is whether or not 
the fund has reached the appropriate size for a 
limited contingency reserve under modified pay-as- 
you-go financing. Has the time come for us to switch 
to such a system? Indication that this is the Admin- 
istration’s point of view may be found in a talk by 
Under Secretary of the Treasury, Marion B. Folsom, 
at a recent Conference Board meeting when he stated: 


“Tt is now generally agreed that further large additions 
to this fund are not necessary and it is expected that .. . 
the system will gradually reach a pay-as-you-go basis.” 
1These figures are the cost estimates prepared last summer by 
Robert J. Myers, Actuary, Social Security Administration, which 
appear in ‘“‘Actuarial Cost Estimates for the Old-Age and Survivors 
Insurance as Modified by the Social Security Act Amendments of 
1952,” July 21, 1952. New cost estimates using revised population 
projections based on population data from the 1950 Census are in 
preparation and are expected to be released shortly. 
2“Taxes and the New Administration: Washington Report,” 
Marion B. Folsom, Under Secretary of the Treasury, at a special 
conference of The Conference Board, New York, April 16, 1953. 


Aged OASI beneficiaries have outnumbered OAA 
recipients since the 1950 amendments went 
into effect 


- 


Erte ee 


OAA RECIPIENTS 


OAS! BENEFICIARIES 


0 

1940 42 "44 "46 48 50 “O7 

Millions of persons. Data are for December. OASI figures 
relate to retired workers, spouses over 65, aged widows, 
widowers and surviving parents 

Source: Social Security Administration 
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Conference Board Material on Social Security 
Studies in Individual and Collective Security: 
No. 4—“Financing Old Age,” by Henry W. Stein- 
haus, 1948 
No. 6—“Growth and Trends in Social Security,” 
by Earl E. Muntz, 1949 (addendum bringing it 
through 1952 soon to be released) 


No. 7—‘The Social Security Almanac,” 1949 (sup- 
plement bringing key series through 1952 soon 
to be released) 


Articles in The Business Record: 


January, 1950—“Amending the Social Security Act” 

March, 1950—“Who Is an Employee? 

April, 1951—“The Retirement Test Today” 

October, 1951—‘Perspective on Older Persons” 

January, 1952—“Economic Status of the Aging” 

April, 1952—“More Social Security for Canada” 

September, 1952—“Government Welfare Payments 
Boosted” 

November, 1952—“OASI Benefits Important to 
Insured Aged” 


An affirmative decision on pay-as-you-go leads to 
the related problem of source of revenue. Should 
payroll taxes continue to bear the entire burden, or 
should there be an eventual government contribution? 

Or should the entire payroll-tax base be forsaken 
in favor of something completely different like ear- 
marked income taxes? 

There is no urgency about this question as revenue 
requirements in the decade ahead are relatively low— 
unless the present excluded aged should be “blank- 
eted-in.” 


BLANKETING IN PRESENT AGED 


About one third of the 13 million men and 
women now past age sixty-five are without income 
from either current earnings or a government pension. 
Some 3 million are employed, 1 million are wives of 
earners, almost 4 million receive benefits fromi OASI, 
and an additional 1 million are on the rolls of other 
public retirement programs. 

The 4 million or so “excluded” aged persons were 
not reached by the 1950 amendments either because 
they had been employed in occupations still not cov- 
ered, such as agriculture, or more generally because 
they had no labor force experience at all.2 


1The majority of such persons are aged widows. While public 
coverage against income loss in old age is two thirds effective for 
workers already retired and their wives, it is less than one fourth 
effective for aged widows. ‘Pensions in the United States,” A 
Study Prepared for the Joint Committee on the Economic Report 
by the National Planning Association, United States Government 
Printing Office, 1952, p. 12. 


Assistance Program Adopted for Needy Aged 


When the Social Security program was started, 
there were several ways that the Federal Govern- 
ment could have treated persons already past age 
sixty-five. It could have: 


1. Excluded them just as business firms exclude per- 
sons who have left their employ prior to the adoption 
of a pension plan. 

2. Credited them with past service (as if such persons 
had been insured throughout their working lives) and 
paid them all insurance benefits—fixed at some specific 
flat rate since there were no wage records available for 
them. 

8. Acknowledged that while some would be able to get 
along on their own resources, others would need help, and 
provided the latter persons with monthly payments on a 
“means test” basis. 


The last alternative was the one adopted. The 
Federal Government entered the relief field and estab- 
lished a system of grants-in-aid to the states for 
certain types of categorical relief, old-age assistance 


(OAA) and aid to dependent children (ADC). 


Trends in Old-Age Assistance 


Thus the Federal Government embarked upon a 
two-pronged attack on the problem of income main- 
tenance for the aged—insurance for those retiring in 
the future who could qualify; assistance for the 
“needy” among persons who were already old, or 
who would reach age sixty-five in the future without 
having earned sufficient wages in covered employ- 
ment to make them eligible for insurance. 

Eventually, it was hoped, the assistance program 
would dwindle and perhaps disappear as the insurance 
program provided benefits for more and more of the 
aged. But this was a long-range expectation, depen- 
dent upon extension of coverage of the insurance pro- 
gram. The short-range expectation was for the OAA 
rolls to expand because large numbers would reach 
retirement age in the early years of the program with- 
out the opportunity to obtain insurance status.1 

What actually happened was that the number of 
OAA recipients increased from 2.1 million at the end 
of 1940 to a high of 2.8 million in September, 1950, 
just before the increased benefit provisions of the 
1950 amendments became effective. There has been 
a steady but slow decline since then. (Chart, page 237.) 
In December, 1952, about 2.6 million persons over 
sixty-five were in receipt of OAA payments. Of this 
number, about one-half million were also on the 
OASI rolls. 


At the time the Social Security program was developed, it was 
anticipated that even with an old-age insurance program (especially 
one with limited coverage), the absolute number of old-age assistance 
recipients would increase for at least the next two decades and there- 
after would not decline sharply, if at all.” “Long-Range Trends in 
Old-Age Assistance,” by Robert J. Myers, Social Security Bulletin, 
February, 1953. 
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From OAA to Insurance Benefits for All 


Proposals to blanket into OASI the nonworking- 
noninsured aged have emerged out of an impatience 
with continued high expenditures under OAA and a 
conviction that the insurance system should be ma- 
tured immediately if it is to be shifted to current- 
cost financing. 

The principal advantage of this move would be 
to increase benefit outlays in the next few years to 
a more realistic level in terms of the long-run costs 
of the msurance program. Another merit claimed 
for it, by the United States Chamber of Commerce? 
(a proponent of such blanketing-in), is that OAA 
rolls would be so diminished that federal subsidies for 
OAA could be eliminated. 


Present Benefit Amounts under OASI and OAA 


Implementation of the proposal requires first that 
two difficult questions be resolved—how much bene- 
fits should be and who should pay for them. 

Under OASI, the absolute minimum benefit for a 
retired worker is $25 a month, but the worker who 
has been covered by the program fairly steadily 
throughout his adult life will ordinarily receive at 
least $55 a month (on the basis of an average monthly 
wage of $100). Insurance benefits increase as average 
wages increase. A benefit of $70 will go to workers 
whose covered wages averaged $200 a month; a maxi- 
mum of $85 to those who averaged $300 a month or 
more. For married workers with wives over sixty- 
five, benefits are 50% higher. 

Under OAA, the average monthly payment varies 
widely among the states. At the end of 1952, it 
ranged from $25.70 in Virginia to $84.22 in Colorado, 
averaging $48.82 for the whole country. In only 
seven states did average OAA payments come to less 
than $35 a month, while in fifteen states they ex- 
ceeded $55. 


What Benefit for the Blanketed-in? 


Conflicting objectives are present in fixing the bene- 
fit amount for the blanketed-in aged—that it be high 
enough to make supplementation by public assistance 
generally unnecessary and at the same time low 
enough to be significantly less than the amount going 
to retired workers who have paid OASI contributions 
. throughout their working lives. 

What amounts have been suggested? A flat benefit 
of $25—the present absolute minimum under OASI— 
though not recommended outright by the Chamber is 
the amount employed in its cost computations. In 
evaluating this amount it must be remembered that 
about 2 million of the 4 million persons to be blank- 
eted in are currently OAA recipients. 


1In its Proposed Policy Declaration on Federal Social Security 
Program for the Aged, Chamber of Commerce of the United States, 
Referendum No. 93, Washington, 1952. 
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In no state was the average OAA payment so low 
as $25 at the end of last year, and in forty-two states 
the federal share alone exceeded $25. (The Federal 
Government currently provides up to $35 a month— 
four fifths of the first $25, and one half of the re- 
mainder up to $55.) If it is assumed that amounts 
paid to OAA recipients roughly approximate their 
needs, an inevitable conclusion is that a majority of 
recipients would still require assistance over and 
above the insurance benefit of $25. 

A monthly payment of $35, the maximum federal 
grant under OAA, is the amount used by the National 
Planning Association in its cost computations. If 
all the retired aged over sixty-five were guaranteed 
this amount, additional expenditures would come to 
about $1.4 billion in 1953. This figure takes into ac- 
count the cost of raising to $35 those OASI, other 
federal retirement, and OAA benefits now below this 
amount and paying $35 to all those not receiving in- 
come either from these programs or from current 
earnings.” If the $35 were payable at age seventy 
rather than sixty-five, the net additional expenditure 
for 1953 would be about $950 million (assuming OAA 
continued for those aged sixty-five to sixty-nine) . 


Who Would Foot the Bill? 


Whatever benefit level should be selected, addi- 
tional annual expenditures would be large. How 


1Pensions in the United States,” op. cit., pp. 66-67. 

*The estimated federal share of OAA for 1958. and the estimated 
income-tax yield on the additional payments (on the assumption 
the OASI benefit is made taxable) have been subtracted from the 
amount of the increased costs to arrive at the figure for additional 
expenditures. 


OAA has kept pace with consumers’ prices 
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would the cost of these unearned benefits be met? 
The United States Chamber of Commerce recom- 
mends that the money should come out of the OASI 
trust fund. 

In an evaluation of this proposal, Professor Eveline 
Burns has the following to say: 


“To the extent that adoption of the Chamber’s pro- 
posals would save the federal general taxpayer the cost 
of the present federal share of old-age assistance, it would 
do so by substituting a payment under OASI which would 
be paid for by workers and their employers. In other 
words, it would shift the burden of supporting the mass 
of the present federal share of old-age assistance, it would 
receivers (including income from property and persons 
subject to high rates of taxation) and place it on the 
first $3,600 of income earned by workers (or paid by 
their employers) who would all pay at a nongraduated 
rate with no exemptions. This seems a real step back- 
ward.” 
1“Comments on the Chamber of Commerce Social Security Pro- 

posals,” by Eveline M. Burns, a statement prepared for the Ameri- 
can Public Welfare Association, 13 pages mimeographed. Several 
other Social Security experts have similarly criticized the Cham- 
ber’s recommendation to use reserves in the trust fund for bene- 
fits to the retired aged presently uninsured. Recently, Professor 
Edwin Witte, who helped draft the original Social Security Act, 
asserted that this proposal would scuttle old-age and survivors’ 


insurance. (In a speech on May 14 at a “‘citizen’s conference on 
Social Security,” Washington, D. C.) 


The National Planning Association suggests that if 
the currently retired group is blanketed in, the costs 
might be levied against the whole community by add- 
ing a government contribution to payroll tax collec- 
tions. The tax schedule, on a pay-as-you-go basis 
might then be something like 2% each from employer 
and employee, and 1% from government in 1960; 
214% each from employer and employee, and 2% 
from government in 1980; and an equal 3% each from 
all three in the year 2,000.1 


A Modified "Townsend Plan" Instead? 


All the proposals discussed in this article have 
assumed retention of the OASI program and would 
merely modify or amend individual aspects of it. 
This does not mean there is universal acceptance of 
OASI as the best approach to income maintenance for 
the aged. 

Some of the experts in the field would scrap the 
present approach altogether and substitute for it 


1Pensions in the United States,” op. cit., p. 68. 

The fact that the NPA has prepared an analysis of benefits, costs 
and methods of financing the blanketing-in of the aged should not 
be taken as evidence of its support of this proposal. The NPA merely 
observes that “whether there would be a net gain for the aged and 
for the nation in . . . paying old-age and survivors’ insurance bene- 
fits to all of the present retired group is now a matter of debate.” 


OASI benefits have little more purchasing power today than in 1940 owing to a twice 
liberalized formula 
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Increased 


benefits under the 1950 and 1952 amendments became operative in September of those years. Dates shown here were 


selected to illustrate benefit amounts prior to 


and shortly after the amendments went into effect. Changes after June, 


1950, reflect not only liberalized benefit formulas but also the “new start’’ isi i 
y : e t n provision of the 1950 amendmen 
had a depressing effect on the “‘averages,’’ as it added many new beneficiary groups with low monthly benefits oo tise 
Sources: Social Security Administration; Bureau of Labor Statistics; The Conference Board 
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flat monthly benefits automatically payable to all 
persons over a specified age, financed on a pay-as-you- 
go basis from taxes levied on the whole population. 
Canada adopted a pension program of this type last 
year for all persons past seventy, and it is similar to 
the Townsend plan. 

In addition to consideration of specific issues, the 
question of whether or not we are on the right track 
at all may thus be expected to come up both in the 
meetings of the consultants appointed by Mrs. Hobby 
and in the study of OASI undertaken by the Sub- 
committee on Social Security of the House Ways and 
Means Committee. The latter is chaired by Represen- 
tative Carl T. Curtis, Nebraska, and has as its staff 
director Karl T. Schlotterbeck, formerly with Brook- 
ings Institution. In the past, both these men have 
suggested that we depart radically from the OASI 
approach. 

Miriam Civic 
Division of Business Economics 


ECONOMIC NOTES 


Use of Gold in 1952 


According to Union Corporation estimates cited by the 
Manchester Guardian, world output (including the U.S.S.R.) 
of gold was 26 million ounces in 1952. Of this production 
6 million ounces were hoarded privately in India, China, 
Hong Kong, and other Far and Middle Eastern countries, 
9 million have been used in industrial manufactures, and 11 
million have become available for monetary purposes, the 
corporation believes. 


Japanese Automobile Industry 


The Bank of Tokyo places the output of the Japanese 
automoblie industry in the fiscal year ended March, 1953, 
at approximately Y 100 billion (US $278 million). In the 
current fiscal year, 1953-1954, an increase to Y 130 billion 
(US $361 million) is anticipated, because of the rising trend 
of domestic demand, including a sizable order expected to 
be placed by the National Safety Board. An improvement 
in exports, to about 10% of domestic demand, is expected, 
since there is the probability of price cuts and a plentiful 
supply of replacement parts. 


Free Markets for Interest Rates 


“I must say something about these free markets for in- 
terest rates. In a talk delivered in Detroit four weeks 
ago, the chairman of the board of governors of the Federal 
Reserve System spoke frankly. Since he did not qualify 
his statements, it may be assumed that he stated the posi- 
tion of the Federal Reserve System and he did so with 
admirable clarity. He said, in effect, that free markets for 
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interest rates are indispensible and here to stay. He de- 
fined free markets as ones that permit the natural forces 
of supply and demand to be reflected into market prices 
and yields. He pointed out that, in this complex world, 
limitations exist for such freedoms and that the required 
minimum, in this instance, is provided by monetary policy. 
He said that direct intervention through the purchase and 
sale of Treasury bonds was to be limited to the rare occa- 
sions when market conditions were clearly disorderly and 
by that, I am sure he did not mean a point or two decline 
or rise on a thin volume of transactions. Otherwise, the 
position of the Federal Reserve System, as Mr. Martin 
gave it, is that the regulation of the free markets for inter- 
est rates is to be confined to that which flows indirectly from 
increases and decreases in the availability of Federal Reserve 
Bank credit under changing business conditions and chang- 
ing credit policies. Mr. Martin’s concluding remarks were 
that if we handled fiscal, monetary, and debt manage- 
ment problems wisely we would not have to worry much 
about the dollar. To which I might add: nor would so many 
worry so much about the prices of government securities.” 
—Aubrey G. Lanston to the National Association of Mutual 
Savings Banks on May 11, 1953. 


Unions in Copper Mining 


“You may be interested in the reports of the Bureau of 
Mines which show that the average grade of all copper 
ores mined in the United States has steadily declined from 
5.35% Cu in 1889 to less than 1% in recent years, with 1950 
(latest data available) dropping to 0.89%; 2.e., only 17.8 
pounds of copper from 2,000 pounds of ore. This means 
that one ton of rock has a value in copper content at 
30 cents per pound of $5.34 to cover all the costs of produc- 
tion and delivery of the refined copper to the customer. 
Just compare this with the cost of one ton of top soil 
for your lawn! .. . 


“Throughout the West the copper industry was unionized 
and on an eight-hour day long before the eight-hour day 
became general in industry. There was a long period of 
adjustment, which finally resulted in 1912 in one of the 
most perfect profit-sharing schemes ever divised. This was 
an equitable sliding scale of wages based upon the price of 
copper. : 

“This arrangement became the standard practice in all 
western copper mining districts and continued without inter- 
ruption until it was destroyed by the action of government 
officials in arbitrarily fixing the price of copper at 12 cents 
per pound on August 12, 1941, a price unrealistically low in 
view of the rapidly increasing wages in all lines of industry, 
particularly in the shipyards and the airplane factories. 
You may be astounded to know that if that sliding scale 
arrangement had been continued in effect, the price of copper 
required to warrant present scale of wages in the copper 
mines would be more than 60 cents per pound. This is 
based upon the actual present scale of wages without includ- 
ing cost to the companies of social security, workmen’s 
compensation, hospitalization, shift differentials, insurance, 
pensions, vacations and special paid holidays.”—E. O. 
Sowerwine, Vice-President of Anaconda Copper Mining 
Company, to Copper and Brass Warehouse Association, Inc. 


TOMORROW'S MARKETS 


FOR CONSUMER GOODS 


Changing Characteristics of the Market Place 


By Wilson Wright 
Economist, The Procter & Gamble Company 


EVERAL important long-term changes have been 
experienced in the market place. One is the es- 
timated future population of the United States. The 
current estimates are much larger than they used to 
be. The rate at which population is being increased 
is a matter which supports optimistic expectations in 
the minds of persons appraising the demand for con- 
sumers’ goods in the future. One reason, however, 
why we are happy about the increase in the popula- 
tion is that ten to fifteen years ago we were so des- 
pondent about the same matter. We were calculating 
in a most scientific manner that our population would 
be far below what it is today. Perhaps the change 
in the conclusions of the statisticians who study such 
matters is an important economic factor. 


REDISTRIBUTION OF INCOME 


A second important historical change is the great 
redistribution of income which has been made during 
recent years. For many of us this has been a painful 
experience. On the other hand, it is one reason why 
there has been a substantial increase in production 
and trade in the United States. The means by which 
income has been redistributed are several. In the first 
place, we have experienced progressive taxation to an 
extent undreamed of two decades ago. 

A second cause has been the large increase in the 
proportion of government expenditure relative to 
total expenditure. Some of the calculations of how 
much better off we are than we were at some time 
in the past are simply based upon a measurement of 
how much more we are spending for political pur- 
poses. We have redistributed income as a conse- 
quence of spending relatively more and more of our 
total energy in the pursuit of political objectives. 


Summary of addresses delivered on this subject at The 
Conference Board's 339th Meeting held Thursday, March 
19, 1953, at the Netherland Plaza Hotel, Cincinnati. 
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A third important factor in bringing about the re- 
distribution of income has been the development of 
the political and economic power of organized labor. 
Organized labor today seems to be the only im- 
portant group in our society which is allowed to use 
force to increase its income. Providentially, all units 
of organized labor have not used the privilege. 


WHEN LIVING STANDARDS RISE 


When a people increase their scale of living they 
increase their ownership and consumption of durable 
goods or commodities which are deferrable from the 
viewpoint of the buyer. The purchase and consump- 
tion of a large quantity of durable goods per capita 
are the mark of a society with a high scale of living. 
But a society in which the per capita consumption 
of durable and deferrable goods is large is also a so- 
ciety which may voluntarily decide to do without 
constant additions to the personal holdings of such 
goods. 

In other words, the higher the scale of living 
the more variable becomes the current rates of ex- 
penditure, production and trade. If a large number 
of people think that it would be desirable to defer 
the buying of durable goods, they can and do pre- 
cipitate a reduction in production and trade. Such 
persons are the marginal buyers. Conversely, the 
people who buy such goods may decide to buy more 
and, if they are able to finance an increased volume 
of purchases, the rate of production and trade may 
be rapidly increased. 

It is reasonable to suppose, therefore, that the 
people of a society which we consider to have a 
desirably high scale of living will experience what is 
thought to be a considerable amount of undesirable 
economic instability. If the people of the United 
States had to scrabble to get merely enough to eat 
and a few rags to wear, they would not experience 
what we call business cycles. On the other hand, they 
probably would experience famine from time to time. 
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The more a people are able to increase their scale 
of living, the more remote is the prospect of famine 
and the more unstable is the current volume of pro- 
duction and trade. This is something like the posi- 
tion of a wealthy person. A wealthy person, if he 
wishes to do so, can do without many things which 
he is accustomed to buy and use most of the time. 

During recent years many persons have thought 
that if they could calculate the magnitude of politi- 
cal or investment expenditure in the future they 
probably could ascertain the probable volume of 
total production and trade. Yet we are living in a 
period when consumer expenditure for durable or de- 
ferrable goods always is an important factor—and, 
in some situations, is a much more important factor 
than the change in political or investment expendi- 
ture. In our personal calculations of the outlook for 
business, we should pay as much attention to what 
we think the consumer will do in the purchase of goods 
as to the probable volume of expenditure for plant, 
equipment, inventory, and political purposes. 

Consumer expenditure is a large proportion of 
total national expenditure—last year it was about 
62% or 63% of the total. The proportion ranges 
from about 61% to about 70%, or roughly about two 
thirds of total national expenditure. 

I have commented on the rapid expansion of the 
population, the redistribution of income, and the 
fact that a large proportion of expenditure is being 
made for goods which are durable or deferrable from 
the viewpoint of the buyer. We should understand 
that we now have far more people accustomed to buy 
and use durable or deferrable goods, and that we 
have a larger proportion of production and trade 
in these types of commodities. As a consequence, the 
aggregate volume of production and trade is more 
unstable. 


FINANCING TRADE 


It is important to recognize that during recent 
years we have learned how to use credit differently. 
In the financing of our residences we have developed 
a type of mortgage which is amortized monthly. Taxes, 
interest payments, amortization, and insurance pre- 
miums are all lumped into one payment, which is 
made monthly. It is much easier for the average citi- 
zen to buy a house under such circumstances than 
was the case with the old mortgage, which left the 
question of how much would be retired until the 
mortgage matured. Since 1949, politically guaranteed 
profits to persons investing their money in rental 
construction has been important in bringing about 
investment in residential construction in some areas 
of the country. In addition, we have the G. I. bill, 
which has made it possible for the veteran to pur- 
chase a new residence with a historically small down 
payment. 
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The extension of credit to the consumer for the 
purchase of durable goods has had a really sensa- 
tional development during recent years. It is com- 
monplace now for commercial banks to make personal 
loans to people who can retire such loans on a month- 
ly basis. In these ways we have made it easier for 
people to borrow money; and more and more persons 
have become accustomed to borrow in order to pur- 
chase deferrable and durable goods. 


FEDERAL DEBT BUILDS SAVINGS 


At the end of the war, the people of the country 
had huge accumulated liquid savings. These sav- 
ings were so large because the federal authorities 
financed a little more than half of total federal ex- 
penditure during the war years by issuing bonds, 
notes, certificates, and other evidences of indebted- 
ness. The increase in the federal debt was the origin 
of the savings. 

Savings in the form of cash balances held by busi- 
nesses and persons at the end of the war were extra- 
ordinarily large relative to income and the volume 
of retail trade. From 1945 until about the middle of 
1948 there was a rush to use these cash balances to 
buy plant, equipment, inventories, and the other 
goods for which demand had been deferred during 
the war years. 

By about the middle of 1948, the cash balances of 
the population had been reduced to about the same 
level relative to retail trade and income as was the 
case before the war. At precisely that time it became 
more difficult to increase the sale of nondurable goods 
to consumers—and there is considerable reason to 
believe that the middle of 1948 represented the time 
at which there was no longer any unusual deferred 
demand for nondurable goods. 

At the time, however, it was not possible to satisfy 
the effective demand which had been deferred for 
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plant and equipment and for consumer durable 
goods. We still had a most unusual situation in re- 
spect to the demand for automobiles. Even at the 
bottom of the 1949 dip in business activity a buyer 
had to wait quite some time to get delivery on the 
most popular new cars. It wasn’t until the end of 
1951 or early in 1952 that the deferred demand de- 
veloped during World War II for all manner of dur- 
able goods had become pretty well satisfied. 

Since about the end of 1951, the demand for all 
manner of consumers’ goods and services has been 
current demand, stimulated by current selling effort. 
Today there is no backlog of demand, no deferred 
demand which can be depended upon. This is not 
too important in the sense that we do not need huge 
backlogs of deferred demand to maintain production 
and trade over the long term. At few times in our 
history have we had a deferred demand for goods 
and services. 

The end of deferred demand is an important change 
in the economic situation, however, and today we do 
not have the benefit of a factor that has maintained 
the demand for important types of goods since 1945. 


Consumers’ cash balances, which had been reduced 
by the middle of 1948 to about the prewar level, rela- 
tive to income and to volume of retail trade, remain- 
ed at about that level until the invasion of Korea. 
Then persons decided to buy everything they thought 
they might not be able to buy later on. By the middle 
of 1951, the level of currency and demand deposits 
held by individuals in the United States was lower— 
relative both to income and expenditure—than at 
any other time in many years. By January, 1953, 
the ratio was further reduced. 


Not only were expenditures increased and, conse- 
quently, incomes to the point where cash balances 
were relatively small as compared with historical 
standards, but indebtedness was also increased by 
large amounts in order to finance the volume of 
trade experienced during recent years. Since the end 
of 1949, gross indebtedness rose at a rate of about 
$38 billion per annum. By the end of 1952 the ratio 
of total public and private debt to disposable in- 


come was approximately the same as at the end of 
1929. This 1929 figure is not particularly significant 
nor does the ratio of indebtedness to income indicate 
a breaking point. It is probable that the people of the 
United States can get themselves much further into 
debt relative to their incomes than at any time 
during the past. It is also true that the interest charge 
on indebtedness is less than at some other times in 
the past. 

The debt-income ratio probably should be consid- 
ered as being significant at a time when there is no 
perceptible deferred demand for consumers’ goods, 
when cash balances are low relative to expenditures, 
when the consuming public is in a position to defer 
buying for many types of commodities, and when 
there are large numbers of persons who may decide 
that they can spend their money to better advantage 
later on. 

In this kind of situation a reduction in retail ex- 
penditure may be experienced even though there is 
no immediate change in personal income. Many per- 
sons are extremely surprised whenever this happens. 
At such a time, many business commitments are based 
on the assumption that retail trade will be larger 
than it actually proves to be. The consequences of 
such commitments are rapidly increased inventories, 
canceled orders, and a reduced demand for raw ma- 
terials. Ordinarily what is known as an “inventory 
problem” is only recognized after the event. By the 
time inventories are increased to the point where 
they are called a problem, it is much too late to do 
anything about preventing the situation. 

I have not been describing the kind of situation 
in which a major prolonged depression of production 
and trade is precipitated. On the other hand, these 
matters indicate that the willingness of the consumer 
to spend his money may be the most important fac- 
tor determining the level of production and trade 
during future months. I presume that persons who 
have commodities to sell which are wanted by buyers 
who are able and willing to pay the prices asked 
will find an excellent demand for their products. No 
more should be wanted. 


Changing Consumer Spending Patterns 


By Dr. Dorothy S. Brady 


Chief, Prices and Cost of Living Division, Bureau of Labor Statistics 
United States Department of Labor 


fhe FORCES that are very important in fore- 
casting changing consumer spending patterns are 
population and the distribution of income. 

To understand the course of consumer spending, 


we have to supplement the simple increase in the 
size of the population by a record of the changing size 
of households. Consumption goes on in households. 
We could have a fairly stable population for a time 
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with radically increasing numbers of households. The 
reason this happens is that at low-income levels a 
great many generations crowd together in the same 
household. As employment opportunities appear for 
persons outside, for the middle-productive ages and for 
persons not heads of households, there is considerable 
undoubling. 

This undoubling of the generations has been going 
on in this country parallel to our shift from agricul- 
ture to industry, as has the shift of the population 
from the country to the city. There are obvious ad- 
vantages for the large family on the farm and on the 

‘particular type of farm that we had in this country 
in the nineteenth century, where the unpaid family 
worker was a very important part of the labor force. 
But there were no advantages in the crowded cities 
at the turn of the century in having a large family 
with a lot of dependent relatives. They were simply 
charges on the income of the productive member of 
the household, mainly a male between the ages of 
twenty-five and forty-five or fifty years. 

In 1890, when the Bureau of Labor Statistics made 
some studies of family spending, the households were 
large—around six persons. That didn’t mean the 
household was made up of a husband and wife and 
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four minor children. The household was made up of a 
husband and wife, one or two minor children and 
one or two persons called, in those days, dependents. 
These latter were the dependent parents of either the 
husband or the wife, dependent relatives, sometimes 
women, sisters, widowed sisters, or unmarried sisters 
who had no opportunities, orphaned children of other 
families, and so on. 

You can remember all this if you think back in 
the history of your own family and the composition 
of the household of your grandfather and great- 
grandfather. Even in the cities there was this ten- 
dency for the chief earner to support, in addition to 
his wife and children, some individuals not of his im- 
mediate family. 

There has been a shift from a large household where 
the common expenditures for housing, rent, fuel, and 
equipment were shared by a great many people, to 
the small household of today, the largest number of 
them being made up of the simple natural family of 
husband, wife and minor children. Every household 
needs equipment, and when you expand the number 
of households you naturally expand expenditures on 
durable goods, because you have more households 
out of this same total income. That happened a few 
years ago; we expanded the number of households in 
a very radical way, when the soldiers came back from 
their military service and set up their individual 
households. 

I have made some forecasts about the effects of pop- 
ulation changes. Before the end of the war, I told 
everyone, including some economists at Ford: “You 
look at the number of households that may emerge 
after we bring the boys back from the army and you 
will be able to make a fair guess as to what the vol- 
ume of demand will be for durable goods.” The return 
of young men from the armed services to a situation 
where they had income and employment opportuni- 
ties and help of all sorts to set up their own individual 
households had a great effect on the recent large de- 
mand for durable goods. 


A HOME IS FURNISHED ONCE 


A recent tabulation of the Federal Reserve Board 
on this point showed that in the years of big spend- 
ing—1948, 1949 and 1950—a large part of that spend- 
ing was done by young people just setting up house- 
holds. A large share of the expenditures for durable 
goods always will come from these young people who 
are starting out and making their initial inventories. 
A great many studies have shown that the replace- 
ment rate of a good many durable goods is of no great 
consequence; it’s the initial inventory that counts. 
Now that is certainly not true of the automobile, but 
it tends to be true of the refrigerator and the stove 
and the other things like vacuum cleaners and sewing 
machines that go into households. They are very 
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much dependent upon the number of new house- 
holds that are set up. 

New households are set up under two circum- 
stances. Young people go out from their family 
homes, marry and set up their households. House- 
holds are also set up by migration. Families that 
move from this part of the country to California are, 
for the purposes of my argument, new households, 
because there is a tendency now to attach a good 
many durable goods to the house and to leave that 
house behind to start across the continent and set up 
a new household. In a sense, from the point of view of 
its impact on the market, that is a new household. 


HOW MUCH YOUNG PEOPLE EARN 


There are certain normal differences in income in 
a free-enterprise society like ours. Our young people, 
with their employment opportunities, go out to jobs 
in the lower echelons. In whatever trade or profes- 
sion it is, the young professional starts low and works 
up, and we put a premium in terms of income and 
salary and wages on experience and knowledge gained 
on the job, so that there is a normal difference be- 
tween the young man’s starting salary and the 
salary he can earn in his profession at the age of 
maximum productivity. I was looking at some 
Census figures recently and discovered that that dif- 
ferential appears to be, trade by trade or profession 
by profession, about two to one. That is, the maxi- 
mum earnings in a given profession or trade at the 
age at which this maximum is reached, tend to be 
about twice what the new entrant into the trade or 
profession can earn. Now, I don’t know how many 
factors that figure of two to one involves. You could 
tell better by looking at facts and figures of this sort 
from individual concerns. 

A few decades ago that differential was wider, 
oddly enough. It’s hard to understand why this 
differential has narrowed—whether it is a result of 
scarcity of certain kinds of skills that will pass after 
more young people are brought in from our colleges 
and trade schools. Nevertheless, the relative earn- 
ings of the young people, the new entrants to the 
family population, have a great deal to do with the 
consumption pattern as a whole, and have more to 
do with the consumption or the purchases of durables. 

The accompanying chart illustrates the trend in 
average family spending. At the beginning of this 
century the average family was spending 46% on 
food; at the time of World War I, 40%; at the time of 
the depression, 34%, and in 1950, 30%. Against those 
figures you have to put the change in size of house- 
holds. If you divide these proportions for expendi- 
tures for food by the size of households, you come to 
a significant conclusion: the food proportion per 
capita has not changed over this century. In fact, we 
can even go back a little farther—to 1870; there are 


scattered studies to show that the proportion spent on 
food per capita has not changed very much. Per 
capita, food expenditures run about 8% or 97% of total 
family expenditures; since families were crowded to- 
gether to eke out their common economic existence, 
the household percentage in 1901 was almost half of 
the total outlay, 46%; and now in 1950, because our 
families are small, the percentage is down to 30%. 

This trend in the percentage spent on food suggests 
that today’s standard of living puts less emphasis on 
food, but that is not so. Families were big, but by 
the undoubling from the large family at the turn of 
the century to the small family today, the emphasis, 
on food and on equipment and housing has gone up. 

The most striking example of our high standard of 
living in this country is that we seem to be able to 
afford to house the population in the separate family 
households. The standard of housing consumption 
has gone up, and people seem to desire to live and 
to eat at the relatively higher cost of feeding that 
comes with the small household. 


REACHING A LOWER BOUNDARY 


The question might be raised whether this trend 
will continue. Can it go on toward a decreasing size 
of household? I think not. When we count all types 
of families, the individuals who live either as single 
individuals or as partners, the broken families, the 
widow and her children and so on, and average the 
number of adults and children per family, we are 
getting close to an average of two adults per family. 
This is heavily weighted by the normal family of 
husband and wife, but the other type with two adults 
or two or three adults sharing the household comes 
into the average so that we are down to nearly the 
level of two adults per family. 

Anyone analyzing these figures will agree that the 
trend at current levels of income and employment is 
reaching some kind of lower boundary. In thinking 
for the future we have to say that the contributions 
of this trend in household formation are probably 
reaching their end. From there on out, the demo- 
graphic arguments of our rate of marriage and of 
household formation will be in terms of patterns that 
establish themselves and can be forecast. 

Another element that has contributed to this large 
number of households is the employment of women. 
The widow with her minor children no longer is a 
charge on her employed brother or on her employed 
father. She can go out and earn. 

There is also the social insurance program that has 
led to giving retired people from all walks of life some 
income. In other countries, the first thing that’s 
been noticed is that old-age benefits, pensions, or 
relief to old couples enable them to live simply, even 
in what might be called poverty, in a separate dwell- 
ing rather than merge with a married son or daugh- 
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A Two-car Goal 


We foresee a continued expansion in multiple car 
ownership. We naturally don’t know how far it will 
go, but we can postulate a theory of two cars on the 
average to a family. Highway and parking factors 
are, of course, deterrents. In the past, however, the 
increase in cars has forced improvement of these 
facilities, and I think that this continuing deterrent 
won’t be an overpowering one. 

We estimate that demand for cars in the next ten 
years will average five to five-and-a-half million a 
year, barring a serious depression. A considerable 
factor in the demand for new cars would be an in- 
crease in multiple car ownership. 

Between 1948 and 1950 there was about a three- 
fold increase in the number of multiple car-owning 
families—partly resulting from population decentral- 
ization and greater and greater dependency on the car 
instead of public means of transportation. We will 
know a lot more about this subject after two or three 
years of fully competitive conditions. In such a 
period the price of the used car will fall into its former 
relationship with new cars. 


Used cars, particularly those one and two years 
old, are still relatively high. Lower prices for good 
used cars will tend to broaden multiple ownership. 
—From remarks by H. D. Everett, Jr., Director of 
Marketing Research, Ford Motor Company, as chair- 
man of the Cincinnati meeting. 


ter in a household where they do not live independent 
lives. So all kinds of forces and elements in the redis- 
tribution of income have contributed to maximizing 
the number of households. 

We haven’t quite completed what is possible at the 
upper end of the age scale; there is still some way to 
go before we will find so many elderly couples living 
by themselves. Nevertheless, if there were a major 
depression, the first effect would be a reversal of this 
whole trend toward the small household. The young, 
the old, the women who are able under our present 
employment situation to support themselves in sepa- 
rate households are the first to become unemployed. 

The skilled worker, the person with experience, is 
kept on to the last. The younger groups, the less- 
skilled groups, the less-necessary groups, however, be- 
come unemployed, and these are the groups that very 
easily double up again with their relatives. Hence 
the extent to which the trend can be reversed de- 
pends entirely on the economics of the situation. 

The rising standard of living, in operation, has an 
imitative character, a learning aspect that we some- 
times forget when we run mechanical forecasts. Chil- 
dren live in households. They learn about consump- 
tion in households. They grow up in households and 
they accept the patterns of living in the households 
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of their parents and their social circle. If we want to 
trace the rising standard of living that has gone along 
with the changing size of household and the changing 
emphasis on responsibility for support, we have to 
consider that the food consumption pattern, the 
clothing pattern, the household equipment and fuel 
pattern have been learned in a household established 
perhaps a generation before. 

The thing that has fascinated me is that these 
studies were made approximately a generation (about 
eighteen years) apart. The babies who were growing 
up in the households that are described in the chart 
to the left were the new households in the next period, 
1917-1919; and the grown children who were in the 
first pie-chart households were the middle-aged couples 
of 1917 to 1919 and the elderly couples in the depres- 
sion when we made the same kind of study, a com- 
prehensive study of consumer expenditures. Now 
in 1950 we are again about a generation away, so it 
shouldn’t be surprising that per capita spending on 
food and on many other items where you can trace 
the same kind of stable behavior has been transmitted 
from the households of one period to the households 
of another. 

If your mother was in the habit of spending $10 
from a pay check of $30 for food every week, when 
you form your own household as a young woman this 
amount is a norm on which you pattern your be- 
havior. Our recent studies of these historical trends 
have indicated that we are just beginning to learn 
how many stable ratios of this sort exist when we 
take into account all the relevant factors like the size 
of households. 


A CONSTANT SHARE FOR GROCERIES 


We have discovered a number of stable spending 
habits in the grocery store. Since World War I, there 
has been a tendency for the proportion of the $10 
that is spent on meat to remain fairly constant. The 
relative proportion in dollars remains constant, al- 
though prices change the physical quantity that is 
purchased or change the quality that is purchased. 
The tendency is to allocate two and a half dollars 
—about a quarter of the sum—for meat. That has 
remained quite constant, at least since World War I. 

We don’t have the details of the earlier studies so 
I can’t speak of them, but if I were interested in 
future meat consumption I would certainly trust these 
percentages to remain reasonably stable because by 
my hypothesis it is a learned percentage. It’s an 
habitual, a traditional thing. 

Another percentage one can figure on the basis of 
traditional behavior is also in the food group, a com- 
posite of the other end of the meal—desserts and 
beverages. The proportion spent for these items tends 
to be about one eighth of the total spent on food. 

The important thing to know in terms of these 
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percentages is what is the dollar total, since the 
total spent on food is dependent upon the income and 
structure of the household. If income goes up, total 
spent is larger, because this tends to go up propor- 
tionately with income. Thus the 30% of 1950, almost 
characteristic of the smaller size of household we 
might achieve, is likely to be a fairly stable thing. 
Prices go up or prices go down, but the 30% of one’s 
income spent on food tends to be stable. 

Other groups have a more competitive character. 
Food stands by itself in our standard of living; and 
housing also does to some extent. I have reason to 
believe the automobile has joined that pair to make 
a trio—a sort of rigid base to our standard of living. 


OTHER SHARES HAVE MOVED UP 


The structure of our cities has been changed by 
automobiles—the distance of homes to business. The 
automobile has become a sine qua non of life: beef- 
steak and mashed potatoes, and a house with a refrig- 
erator; and an automobile. We may have to reclassify 
our expenditures. These charts would be more inter- 
esting for recent years if we treated the automobile 
by itself, and then the other consumer durables and 
the soft goods as a bundle of competitive items. 

These latter have not remained stable. Expenditures 
on clothing, for example, although they don’t take 
account of family-size factors, were 15% in 1901, 
and 11% in 1950. Clothing used to be a big item in 
our standard of living but it has given way to the 
consumer durables because we have changed our 
manner of living. We have a good deal more local 
migration and more long vacations, all the things that 
are built around the ownership of an automobile. The 
same is true of the other soft goods. In order to 
follow the trends, we have to take out first the things 
that seem to be rigid and unchanging, that establish 
themselves as fixtures in the spending patterns, and 
then look at the other commodities and services as a 
big bundle subject to considerable changes. 

One thing that has interested me is whether some 
of these relationships are reversible. We have seen 
one reversal which all of us might contemplate a 
little bit more. During the war, when it was impos- 
sible to spend our money on durable goods, there was 
a shift back to clothing. Clothing had been showing 
a downward trend as a proportion of total expendi- 
tures or of total income, but a war-period study or 
two indicates quite strongly that if our population is 
again put into a situation where it’s impossible to 
buy durable goods, a reversal in the trend of certain 
of these soft goods will probably occur. There was 
also a reversal in the trend as to the proportion spent 
on movies. Movies took a larger share during the 
war when it was impossible to jump in a car and go 
on a vacation. There are a great many elements of 
substitution here that we need to follow. 


Making the Market Bigger 


How big, both absolutely and relatively, is the total 
market for consumer goods and services? Last year, 
consumption spending of $216 billion accounted for 
63% of the gross national product. Business spend- 
ing, including net exports, totaled $52 billion, or 15%. 
Including defense requirements, local, state and fed- 
eral government spending was $78 billion, or 22% 
of G.N.P. 

Because of the international situation, govern- 
ment spending currently accounts for a larger-than- 
normal proportion of G.N.P. In 1949, for instance, its 
share was 17% and back in 1940 it was only 14%. In 
the midst of a cold war, consumer spending is still 
the biggest of the three major sources of demand in 
the economy by a very wide margin. Even today it 
is almost three times as big as government spending. 

So we are concerned here with the No. 1 factor 
in the operation of the economy. Even at the height 
of World War II consumer spending stayed slightly 
ahead of government spending. 

We are more concerned here with tomorrow’s than 
today’s consumer spending. Will there be enough of 
it in toto to absorb the greater output of our en- 
larged plant? And what will be the nature of the 
shifts in its distribution among various industries and 
lines? 


The United States consumer market is dynamic to 
the nth degree and hence defies complete specific pre- 
diction. There is nothing sacred or fixed about either 
its size or character. Basically it is and will be what 
we businessmen individually and together make it. 


If we slight research, product improvement, prod- 
uct quality, aggressive pricing, advertising, sales pro- 
motion, and related functions—if, in short, we fail 
to compete vigorously and effectively—the market of 
the future will surely be smaller, less variegated, less 
dynamic and less rewarding than if each one of us 
goes all out to satisfy the customers’ every whim and 
desire—From remarks by H. D. Everett, Jr., Director 
of Marketing Research, Ford Motor Company, as 
chairman of the Cincinnati meeting. 


The interesting thing is that there are certain sta- 
bilities even with shifting totals. I want to mention 
only one, the matter of clothing outlays. Dollarwise 
and percentagewise, clothing has gone down in the 
postwar period, but there is a curious stability in 
the distribution of clothing expenditures for women, 
men, and children which we have encountered in 
the analysis of these 1950 data. If you know how 
much a woman spends on clothing, you know that 
she is going to spend about a given proportion on 
dresses. Can you tell how much she is going to spend 
on clothing and what accounts for the amount? 

It comes from a whole chain of factors of income 
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and family size and competition with durable goods. 
The point is even clearer in the case of men’s clothes. 
The allocation is so stable among the various articles 
of clothing as to make one believe that we all have a 
fundamental traditional base of notions of what is 
the right amount to spend. We have our limits, and 
they were established by learning in the family house- 
holds. We studied ninety-one cities of the 1950 
sample and found that, in city after city, the propor- 
tion of the total that a man will spend on shoes, on 
ties, on accessories, on shirts, is so stable that there 
is no variation from city to city or almost from in- 
come group to income group in the central ranges 
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of income. There is a little more variability in women’s 
clothing. 

I would like to plead for our pooling our resources 
about these findings. There are many people study- 
ing consumption trends pretty much in isolation. I 
can report to you about things that we are studying in 
Washington but I know too, some very interesting 
things that have been done at the National Industrial 
Conference Board. We haven’t managed to publish 
these findings so that they can be analyzed by others, 
but I plead for some means of putting our resources 
together so that when we do try to make forecasts 
we won’t go so far wrong as we did in 1947. 


Better Quality for the Consumer 


By Jules Labarthe, Jr. 


Senior Fellow, Mellon Institute, Pittsburgh, Pennsylvania 


HERE ARE many definitions in the dictionary 

for the word quality. One meaning given is “a 
standard of excellence” and in this paper I am going 
to consider the product from the standpoint of excel- 
lence in performance for the particular use for which 
the consumer intended her purchase to function. 
Better quality in the future, therefore, means that 
today’s is not always good. This statement is true 
especially of textiles, and more accurately of wearing 
apparel and household fabrics made of textiles which 
perhaps were not finished and dyed for the end use 
for which they were eventually manufactured. 


EVALUATING A PRODUCT 


There are three ways in which a final product may 
be evaluated. First, the materials of construction 
may be individually measured and tested in order to 
determine their quality or performance on an engi- 
neering basis. The second measure is whether the 
garment or article has been put together well or in a 
slipshod manner. The third evaluation is in the per- 
formance of the finished article, either through labora- 
tory appraisal or in the hands of the consumer. 

The first method of appraisal should be of primary 
interest to the manufacturer or to the maker of the 
article. It is the quality of the raw materials that 
he buys for his product that he may have tested by 
engineering methods such as weight, thickness, modu- 
lus, tensile strength, or other measurable perform- 
ances. The way in which an article has been put to- 
gether is of importance to the industrial user, but it 
is also something that should interest the retailer or 
the retail store buyer because the method of con- 
struction will often affect the kind of performance 
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that the article will give when the customer gets it 
home. The ultimate test, of course, is how the article 
performs in actual use. 

Today we can look back upon the time when the 
slogan was “Let the buyer beware” as the dim, dark 
ages in our distribution system. And yet even today 
in some kinds of articles the customer is just as much 
in the dark in evaluating the usefulness of a product 
for her own purposes as she ever was. It is to combat 
this blind and uninformed buying that progressive 
retail establishments have placed more and more 
faith in laboratory testing and appraisal of a wide 
variety of goods that they buy and sell. 

The big mail order houses were pioneers in this 
field, but some department stores have followed suit. 
In our work for Kaufmann’s Department Store of 
Pittsburgh, which has had a research fellowship at 
Mellon Institute for twenty-two years, we find that 
our responsibilities are much the same as those in the 
laboratories maintained by progressive stores in other 
parts of the country. Necessarily, of course, we must 
consider the materials of construction and the method 
of construction. Of primary interest to us, however, 
is the way in which the goods will work out or perform 
in actual service; what particular care must be taken 
of them; how they must be cleaned or washed; what 
their anticipated lifetime of service should be. 

Commercial testing laboratories are also very active 
in this field, although they enter more into the first 
and second phase of testing than do the store labora- 
tories. Another type of laboratory concerned with 
finished goods testing is the consumer advisory organi- 
zation which sells advice to the housewife. 


It is apparent that we must have standard methods 
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PRESSURES BUILDING UP 


I think there are great internal pressures building 
up in this country. Millions of families have moved 
up in productivity and purchasing power without 
completely corresponding changes in the physical, cul- 
tural and spiritual standards of living. 


Births Up 


Now what are these pressures? In the first place, 
the number of births that have taken place in the 
last ten years is far beyond anything that had been 
anticipated by our experts on population. As of the 
middle of this year, there will be 65% more children 
in our population than there were in 1940, almost 19 
million under five years as compared with 11 million 
in 1940—a 65% increase in the number of those who 
haven’t yet hit the schools. There has been a 50% 
increase in the number of children between five and 
nine who are beginning to burden the schools with 
their crowded conditions. And at the other extreme 
of our population, which is up some 22% since 1940, 
you have 42% more people over sixty whose require- 
ments for housing, medical care and so forth are 
quite different from the general run of the total 
population. 

This 65% increase in the number of children under 
five and the 50% rise in those between five and nine 
are a terrific internal pressure that is going to cause 
a really great public outcry about the shortage of 
schools and teachers, juvenile delinquency, and so 
forth. It is also going to affect the housing demands 
because of somewhat larger families and the fact that 
these children as they reach the ages when they are 
really moving around require more space and more 
food. 


Higher Level of Education 


Another pressure that is building up is the very 
rapid change that has taken place in our level of 
formal educaton in this country. It wasn’t so very 
long ago that the average American adult was con- 
sidered to be just a thin razor slice above the grade 
of a moron in intellect. We used to talk about the 
twelve- and thirteen-year-old level. While this has 
nothing to do with basic intellect, it does have to do 
with formal education. Back in 1917 in the First 
World War and in 1920 when that sort of myth about 
the American population was started, there were only 
7% of our adults who had a high school education 
(about 414 million in 1920). As of the middle of 
this year, it is estimated that 41% of our adults 
over twenty years of age will have a high school 
diploma—or about 4114 million people. That is a 
80% increase over 1940 alone, when there were 23 
million or 27% with a high school education. This is 


going to make a lot of difference in what is going to be 
the accepted standard of living of these people. 


Homes Getting Older 


A third internal pressure is the age of our homes. 
We hear about the housing situation in terms of the 
number needed to meet the formation of new families 
—about a million a year. But we don’t pay enough 
attention to the obsolescence of these homes. For ex- 
ample, 50% of our dwelling units are over thirty years 
of age. They were built prior to 1922. If you will 
remember back prior to 1922 there were few radios, 
no television at all, and only a little over 10 million 
families had passenger cars. Now there are four 
times as many—approximately 45 million passenger 
cars on the road. Obviously, half of our homes were 
not equipped for the automobile age. In many cases 
they don’t have the single-car—let alone the double- 
car—garage that is becoming part of the American 
standard of living. They were built when incomes 
and standards of living were entirely different from 
what they are now. Most of those families were in 
those groups that were just barely able to get enough 
for food and some form of shelter, .. . 


Old Roads for New Cars 


Our 55 million motor vehicles now run on roads 
that were built—and perhaps not even adequately 
built at the time—to accommodate 32 million in 
1940. This means 72% more motor vehicles crowd- 
ing the roads. It means pressure on roads, streets, 
garages and safety. Saturation depends on how good 
a job of selling we can do, and a one-car family 
can soon be converted into a two-car family with the 
present form of suburban living we have. 


Farms Still Losing to Cities 


The fifth pressure is that of our population growth 
itself. Estimates of recent monthly increases have 
been close to 225,000 a month, which is greater than 
adding the city of Richmond, Virginia, or Syracuse, 
New York, to the total market in this country every 
month. But the shift of population from the farm 
into the suburban areas and the cities and the mech- 
anization of the farms has resulted in a pressure for 
holding the level of high employment because these 
people cannot very well go back to those farms in 
case we do have a depression. 

If all these added and hidden pressures are consid- 
ered, it is pretty evident that we must work toward 
a dynamic economy with increasing stress on selling, 
distribution and on understanding the consumer.— 
Arno H. Johnson, Vice President and Director of Re- 
search, J. Walter Thompson Company. 
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of testing, standard bases for the interpretation of 
data, and some system of minimum performance 
standards if our work is to be of value to our organiza- 
tions and our customers. I favor voluntarily-arrived-at 
standards which are developed by producer, dis- 
tributor, and consumer rather than standards which 
have been dictated by any form of governmental 
control. Fortunately, we have a wide variety of such 
standards which have been developed through the 
interest of the technical societies. The outstanding 
engineering society in this regard is the American So- 
ciety for Testing Materials, but I do not want to 
minimize the standards which have been developed 
by industry through the Commercial Standards pro- 
gram of the Department of Commerce. These are 
also voluntary standards. 


INTERPRETING THE DATA 


In the minds of many, the word standard has 
some kind of evil connotation. For even today some 
people confuse it with regimentation or undue restric- 
tion of line, or style, or other kind of restriction. To 
me a standard test is simply an agreed-upon measure- 
ment—an approved method for testing a commodity 
for a certain end-use application or engineering per- 
formance. A standard method of interpreting data is 
an agreed-upon rating scale for varying degrees of 
performance in a standard test and interpreting these 
data along with others into some kind of grading or 
rating of the product. Similarly, a minimum perform- 
ance standard is an agreed-upon minimum perform- 
ance below which a product shall not go. 

Every scientist, every engineer, every technician 
will agree upon the need for standard methods of 
evaluation and interpretation of data. However, in 
the field of consumer goods they sometimes forget the 
importance of the minimum standard of performance. 
They tend to overlook the fact that plus values over 
and above minimums are things about which a manu- 
facturer can boast. They forget, too, that there is 
ample room for a series of quality floors related to 
the income status of our customers and to the various 
price lines they habitually purchase. 

The minimum standard should be keyed to the 
needs of those in the lowest income bracket where 
performance is the primary consideration and style 
or fashion of less significance. Another way of de- 
termining the minimum standard is by comparing 
laboratory test data with consumer experiences with 
such goods in the past. 

The goods our industry makes are not intended to 
be museum pieces in the stockrooms and on the 
shelves of retail establishments. They are intended 
to be sold, to be used, and then the same brands 
to be repurchased by satisfied customers. Our tech- 
nologists have done a noteworthy job in recent years 
in refining and developing improved methods of 
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product evaluation. These methods of test and in- 
terpretation have been well understood by the indus- 
trial purchaser and the quality control laboratory of 
the producing firm. There has been a distinct lag, 
however, in providing the same information for the 
retail store customer. Only indirectly has the retail 
customer benefited by the industrial experience or by 
the laboratory control of the retailer maintaining his 
own laboratory or utilizing the services of a com- 
mercial testing organization. For many years, Sears, 
Roebuck and Company has recognized the fluidity of 
standards by providing a “good, better, and best” 
category in many kinds of consumer goods. Other 
retail establishments have done a somewhat similar 
job, but without so clear a differentiation, by using 
various brand names to represent two or more differ- 
ent grades or units of quality, each with its own 
base-standard below which the quality of perform- 
ance should not fall. 


HOW LONG SHOULD AN ARTICLE LAST? 


Sometimes I’m afraid we feel in the position of a 
blind man leading the blind when we try to correlate 
laboratory data in terms of actual consumer experi- 
ence or when we try to obtain from customers a true 
picture of what they expect a given article to do when 
they take it home and use it. In other words, the 
average customer has little or no knowledge of just 
how long a given article should last. Further, one 
person’s normal use of a product will not necessarily 
be the same as her neighbor’s. Most small boys wear 
their blue jeans out at the knee; in some cases it is 
a habit; in other cases it is an accidental fall. 

Last summer most of the bathing suits that cus- 
tomers returned to the Kaufmann store which reached 
our laboratory were returned because they had worn 
out in the seat. This simply means to me that the 
bathing suit manufacturer did not anticipate that 
a swimmer was ever going to go down a slide at a 
pool, or perhaps slide off the edge of a concrete pool, 
or be dragged by his or her heels along a sandy 
beach. Certainly abrasion of the fabric is not an 
anticipated end-use experience of a bathing suit ma- 
terial if the customer or user of the article only swims 
in it. It does, however, indicate that the normal con- 
sumer usage of the article is vastly different from that 
thought of by the manufacturer who selected the 
fabric originally. 

The surest guarantee of better quality for the cus- 
tomer lies in the recent standards on rayon and 
acetate garments promulgated by the American 
Standards Association under the sponsorship of the 
National Retail Dry Goods Association. These are 
voluntary standards covering a wide variety of kinds 
of wearing apparel for women, children, and men, 
and household fabrics containing at least 50% rayon 
or acetate. Here, for the first time, we have written 
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minimum standards covering a wide variety of fabrics 
intended for many different end-use applications. 

The performance requirements are tied in with 
standard test methods. True, these standards apply 
only to two fibers, but they should be equally applic- 
able, with some slight modification, to other textile 
fibers for the same kinds of consumer goods. I am 
certain that if these standards are widely used, cus- 
tomers will get much better value in terms of use 
satisfaction. 

Institutional buyers have begun a program of 
similar nature for the textile products bought by 
hospitals and hotels. This program is just in its be- 
ginning, but when the standards are eventually 
worked out and issued they will give us a sound basis 
for a second category for the rayon and acetate fabrics 
—a somewhat higher requirement for industrial use 
than for the minimum degree of satisfaction for the 
average household consumer. If, therefore, we are 
satisfied with the present Rayon and Acetate Stand- 
ards as a “good” rating, the industrial rating for 
similar fabrics of acetate and rayon should give us 
our “better” category for the consumer. 


THE TEST IS IMPORTANT 


Only last week we had a variety of brands of golf 
balls in our laboratory for evaluation. All these golf 
balls, regardless of price, met the United States Golf 
Association standard as to diameter and weight. We 
then classified them into two groups, depending upon 
the way they would perform when hit by two general 
classes of players. One group of balls was found to 
have more life or resiliency than the other, but the 
cover was softer; we rated these balls as a group 
which might be used to greatest advantage by the 
better golfers. The other balls as a group had less 
bounce and a definitely harder and more hack-resist- 
ant cover; the balls within this group were then rated 
according to various criteria set up by us for measure- 
ment. 

We determined the trueness of the center of gravity 
of each of the makes of balls by floating them on 
mercury. This is a more delicate measurement than a 
putting test. A well-balanced golf ball gave almost 
every point on its circumference an equal chance to 
come to the top when the ball was spun on a mercury 
bath. In some cases the same general area of the 
golf ball was always at the top, indicating that the 
ball was out of balance. The various balls were also 
placed in tin cans, around the inner circumference 
of which was coarse sandpaper. Rotating the cans at 
a constant rate for a number of hours on paint-mixing 
rolls gave a pretty good measure of the durability of 
the paint cover. 

Admittedly, we did not test all brand names; how- 
ever, the samples that we had fell into two price 
groups, the more expensive being the longer-flight, 


thinner-covered balls, and the less-expensive being 
the harder covered, less resilient, and therefore, 
shorter-length balls. Within each group were meas- 
urable differences of covered permanence as far as 
the paint was concerned, and real differences in the 
uniformity of the center of gravity. At a small meet- 
ing of heads of consumer goods laboratories, this 
series of test is to be compared with those used by the 
other store and consumer laboratories. Similarly, 
other commodity “private-test” methods are to be 
researched and compared. 

When I left the laboratory we had just received 
a great number of stepladders for household and 
kitchen use, which were to be compared for usefulness 
and consumer safety. There is a great deal of differ- 
ence in the way in which the steps were anchored be- 
tween various brands or kinds of ladders. Not only 
was price a factor here, but also the safety of the 
ladder construction. In some cases, the steps over- 
lapped the edge of the leg member so much that the 
edge of the step broke off when a heavy person 
stepped on it. This is something I think the average 
customer would not study when she was investing 
in a new stepladder or step stool for her kitchen. 

I know of at least one case where a very durable 
ladder made from one of the lightweight metal alloys 
buckled and bent momentarily when a heavy user 
stepped on the edge of the top step of the ladder. 
The leg on that side was momentarily sprung or bent, 
and the user was thrown to the floor. The ladder is 
perfectly safe when the user stands in the center of 
the top step. I doubt whether the manufacturer 
ever tested this ladder line of his for use under this 
abnormal condition of having all the weight on one 
edge of the top step. 


PAINTS A CASE IN POINT 


In the field of paints for household use, the manu- 
facturers, the retailers, and the ultimate consumers 
know that certain types of paints are suitable for ex- 
terior use. Others are suitable only for interior appli- 
cation; some are washable; others are not. This knowl- 
edge is general. Paints are very rarely subjected to 
uses for which the manufacturer did not design the 
product. In textiles, however, which are by far the 
most important element in a retail establishment such 
as a department store or mail order house, there is no 
assurance that the fabric in the customer-purchased 
article was originally dyed and finished for that end- 
use condition. As long as the textile industry con- 
tinues to be penny-wise and pound-foolish it will be 
difficult for us to assure the consumer of better qual- 
ity. Just so long as contractors are willing to accept 
orders to finish or to dye goods for a certain number 
of cents or fraction of cents a yard instead of endeav- 
oring to finish them for some degree of performance, 
the retail store and the retail customer will not be 
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getting a fair break. Goods finished at such-and-such 
a cost may be bought for any kind of end-use appli- 
cation. 

Manufacturers of garments rarely test the goods 
they buy. In fact, more often than not they don’t 
know of what kind of fiber these goods are made, 
especially if they are blends that do not require label- 
ing according to any of our existing statutes and 
regulations. The original contractor who required a 
converter to process the goods may have intended 
them for pajamas, but the pattern was not appealing 
for pajamas and the goods might conceivably go into 
boys’ shirts or perhaps into women’s play suits. 
Imagine, therefore, the difference in requirement for 
color fastness to light, to perspiration, to severity of 
washing, to say nothing of shrinkage! 

This is why I regard the Rayon and Acetate Stand- 
ards as such a progressive step. True, it is not being 
very widely used yet. But it will be; and when it is, 
the ultimate consumer—the user of the article—will 
have assurance that the garments will perform as 
guaranteed. All that is necessary now is for a buyer, 
representing a store, to put on his invoice the stipu- 
lation that the goods should be dyed and finished in 
accordance with the American Standards number— 
whatever it may be for that end-use item—and re- 
quire that the manufacturer indicate this on the bill 
of sale. 


NEED FOR INFORMATIVE LABELING 


I am confident that within a very few years we will 
have more and more informative labeling of all kinds 
of consumer goods. We will never be able to say that 
a shirt will last a year or a sheet two years or a pair 
of hose six months or any other definite figure. But 
we will be able to say that if the goods are actually as 
they are represented to be on the label—and this fact 
should be verified by a laboratory control system— 
then the consumer will not have much chance of 
having trouble with these articles. If there should 
be a complaint, then it will be relatively easy to find 
out whether the difficulty is owing to the fact that 
the goods did not truly measure up to the standards 
or whether the consumer in using the article misused 
it or did something which she should not have done 
in caring for the goods. 

Standards like these should be used for all textile 
products regardless of the fiber of which they are 
made. Identity of the fiber is a plus simply because 
the fibers will require somewhat different care in 
use; different laundering techniques perhaps; cer- 
tainly different ironing conditions. Nevertheless, 
from the standpoint of performance in use, the infor- 
mation should be equally valuable for the new syn- 
thetics as it is for rayon and acetate and for the 
traditional fibers. 

We are indebted to such technical societies as the 
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American Society for Testing Materials and to the 
American Association of Textile Chemists and Color- 
ists for their work in standardizing test methods for 
the appraisal of textile products. We are indebted 
to the manufacturers of textiles for their greater em- 
phasis on use of their particular weaves and construc- 
tions and blends in service. We are learning more and 
more about the individual characteristics of fibers and 
of the engineering of various fiber blends in order to 
capitalize on the best features of various components. 

The textile chemist has accomplished wonders in 
the last few years in the perfection of special finishes 
giving increased life and crispness to fibers that 
ordinarily became limp and weak in appearance after 
a hard day’s wear. We have shrink-proof wool; greater 
fire resistance in some fabrics and fibers that are 
ordinarily hazardous; and shrinkage control in cottons 
and linens and rayons. These are only a few of the 
chemical treatments which have added so much to 
the attractiveness and usefulness of our textile prod- 
ucts. The job ahead is the engineering of blends 
and textile finishes so as more nearly to tailor a spe- 
cific textile construction not only of fiber but of finish 
to particular end uses so that the customer will have 
the ultimate in serviceability. 

Just as there is no perfect fiber for all end uses, 
there will be no perfect blend for all end uses either 
and this information must be made available to the 
retail customer. In all fields we face the never-ending 
battle between materials each suitable to some degree 
for the consumer’s end-use article. 

In one case it may be plastic versus wood; another, 
wood versus new lightweight alloy; perhaps fiberglas 
versus an organic textile fiber; perhaps a rubber base 
against a vinyl resin. Much information is needed 
if all these conflicting claims are to be thoroughly 
studied and appreciated by the laboratory technician 
and then translated into terms of value and use to the 
retail customer. 


WHAT THE CONSUMER NEEDS TO KNOW 


The average consumer does not want to have to be 
an engineer in order to understand these facts. She 
will not have to be an engineer if she has the informa- 
tive labels giving her specific facts and directions for 
use and care. This information will, in the long run, 
be more valuable to her than the glamorous new 
fabric and fiber names to which she is being exposed 
in her slick paper magazines and her radio and TV 
programs. 

There is romance and excitement in the new names, 
in the achievement of the laboratories, in the develop- 
ment of new and wonderful finishes for textiles. But 
this exciting news should not be the sole basis on which 
the customer judges the product she wishes to buy. 
She should have facts about performance. 

Yes, the customer of tomorrow will have better 
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quality in a wide variety of products, not the least 
of which will be in the field of textiles. The better 
quality will be better value in terms of knowledge 
about the goods, about their care, and some better 
data and information about the performance that 
she has a right to expect of them. 

It is not all one-sided, however, for the customer 
has got to use a certain amount of discretion and 


conscientious planning on her own part. She must 
study the labels to determine whether the thing she is 
looking at in the store is going to live up to her own 
particular requirements of the article when she gets it 
home. She cannot conscientiously blame the store or 
the producer of the goods if she has bought blindly 
when the information was hers to study when she 
made her purchase. 


Changes in Distribution Economics 


By Fenton B, Turck 
President, Turck, Hill & Company, Inc. 


HERE IS a simple fact that should be obvious 
to all businessmen. It should be obvious—but 
the record shows clearly that it isn’t. 

The fact is: every measurable change in people, and 
in people’s habits, customs, and behavior requires a 
change in business methods and techniques. It doesn’t 
matter whether you are producing gears for a machine 
tool or a ten-cent-store toy, a change in the ultimate 
market will have an effect on your business—an effect 
either to be offset or to be capitalized upon. 

Realization and action on this simple fact is the 
principal difference between the successful business 
and the one that just plods along. It is the key to 
business alertness, to industrial progress. 


A CHANGE IN LIVING STANDARDS 


The ability to adjust to change and make the most 
of it is always important—even when the change is 
taking place at a normal rate. Today, however, this 
factor is especially important, because the change is 
at a rate far greater than normal. It is cataclysmic. 
In the last decade, America has experienced a great 
explosion—a change in its people that ranks with the 
most significant phenomena of history. In a short 
period of ten years, between the early nineteen-forties 
and the early nineteen-fifties, the culture and the 
economy of the United States have exploded into an 
entirely new dimension. I have called this phenome- 
non the American Explosion, The results of my re- 
search on the subject were first reported some months 
ago in The Scientific Monthly, the journal of the 
American Society for the Advancement of Science. 
Since then they have been reprinted in The Reader’s 
Digest—in the American and foreign editions—and in 
many other forms. 

With the “American explosion,” a fresh and exciting 
age has emerged, characterized by a flood of new 
ideas, new tastes, and new standards. This new age 
demands new patterns of distribution. You would 
imagine that the shock would have opened manage- 


ment minds right and left. Unfortunately, there are 
still quite a few that haven’t recorded the flash. 

Let me tell you a little about the “explosion”— 
and how it has tended to outmode prewar patterns 
of distribution. We have often heard the story of the 
new American consumer, distinguished from his pre- 
decessor on a purely economic basis: so much more 
income, so many more dollars in the bank, and so 
many more possessions. These figures are true enough, 
but they tend to obscure the more significant results 
of the cultural revolution of the last decade. They 
hide the part of the story most importarit to building 
new patterns of service and distribution. 

For the customs, attitudes and habits of today’s 
American have changed even more drastically than 
the state of his pocketbook. The picture of the aver- 
age American as a highway-happy worshiper of a 
shiny new automobile is sadly out of date; Americans 
are still buying motor cars, but only at a modest 
10% greater rate than a decade ago. By contrast, in 
1950, compared with 1940, Americans spent 96% more 
constant dollars for books, 129% more for flowers and 
seeds, and 263% more for phonographs and records, 
musical instruments, radios, and television sets. Per- 
sonal expenditures (in constant dollars) for the legiti- 
mate theater and the opera are up 85% in the ten-year 
period, in comparison with an increase of only 42% 
for motion pictures. These figures begin to sketch a 
picture of a book-reading, garden-tilling, sports-loving 
American, who likes music and takes time for hobbies. 

How many companies producing consumers’ goods 
have, like the motion picture industry, lagged in rec- 
ognizing these revolutionary changes in the nature of 
their customers? And how much of the success of new 
products or new companies is based on a realization 
of this change? 

There is much to support the fact that the taste of 
the average American has sharply improved during 
the great “explosion.” Today, sales of classical rec- 
ords account for 40% of the total of all record sales— 
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as against 30% in the prewar period. Attendance at 
concerts of serious music jumped 88% between 1941 
and 1951. Today’s workingman and woman have 
discovered that graceful living is far from inconsist- 
ent with productive labor. Homeowners spent three 
times as much for home decorations in 1948 as they 
did in 1939. In constant dollars, furniture and fur- 
nishings store customers paid out 200% more in 1951 
than they did in 1937. In today’s modest homes the 
quality of wallpaper design, of draperies and uphol- 
stery, of the very pictures on the walls, trumpets a 
revolution in American taste. 


MORE CARE IN BUYING 


All this signals a sharp change in the nature of 
today’s customer—and a sharp change in the methods 
of distribution required to cater to her wants. This 
“postexplosion woman” takes twice as much time 
and more care in her buying. She makes her choices 
for different reasons. She is more inclined to buy for 
style than for permanence. She doesn’t expect to live 
in the same house so long and fully expects to refur- 
nish and refurbish more frequently. The size of her 
house has decreased 25% in the last fifteen years; 
she has less storage space, fewer closets. This means 
she chooses smaller-sized packages and buys more 
frequently. 

The day of the comfortable “cracker barrel” rela- 
tionship between merchant and customer has passed. 
The customer takes the time and trouble to shop 
from store to store looking for exactly the kind 
of product she wants. The change is visible along any 
Main Street—from Sioux City to Bronxville. 

Fashionable apparel is no longer the exclusive prop- 
erty of Vogue and Harper’s Bazaar readers. The rise 
of the business girl’s fashion magazines—Mademoi- 
selle, Glamour, Charm—testifies to the fact that high- 
fashion clothing is available on almost any budget. 
The mass-production techniques of manufacturers 
like Henry Rosenfeld have made it worth while 
for the stenographer and shopgirl to learn how to dress 
as well as does the Westchester matron. Today’s 
Colonel’s lady and Mollie O’Grady are sisters over the 
skin as well as under it. 

Yesterday’s pat classifications of people—as to 
income, race, age, and geography—no longer have 
-much validity. For example, income groupings no 
longer determine tastes in furnishings or clothes. We 
no longer have a cotton, rayon, silk, or nylon stocking 
classification—all God’s female chillun’ want—and 
get—nylon. Income is no longer the measure of buy- 
ing habits—this is a fact to reckon with, and one 
that many companies and product lines ignore. 

Americans are moving from place to place within 
the nation’s boundaries; this high rate of migration 
spells the rapidly approaching end of well-defined re- 
gional differences. Further, Americans are becoming 


JUNE, 1953 


255 


a better integrated people through increased use of 
mass-communication devices. Unit sales of books 
are up 60% in the decade. Expenditures for news- 
papers and magazines take almost 76% more constant 
dollars. More than 10 million families already have 
television sets—with which to see for themselves how 
the rest of the country lives, dresses, acts, and thinks. 

Foreign travel itself has moved from the realm of 
the idle rich to that of the vacationing stenographer. 
Americans spent 412% more for steamship and over- 
seas aircraft fares in 1950 than they did in 1940 (in 
constant dollars). There were 55% more overseas 
travelers (1950 over 1937), spending 67% more 
dollars in foreign countries. 

Our American consumer really gets around—not 
only literally, but through the vast distribution of 
home and fashion magazines, television programs and 
motion pictures. She sees new things and she wants 
new things. The development of four-color plates 
for wide-circulation magazines brings today’s style to 
today’s woman today. She knows what she wants 
and takes her time looking for it. 

To be exact, according to a series of surveys made 
by Turck, Hill and Company, she takes just 2.1 times 
as long to do her buying as did her “‘preexplosion” 
predecessor. The effect on store traffic and the cost 
of selling is obvious. 


IT COSTS MORE TO SELL 


Yet that’s not all. This distribution dilemma posed 
by the new consumer is compounded by another 
factor that is plaguing wholesalers, dealers and manu- 
facturers. The cost of clerks and salesmen has also 
doubled. Not only is twice as much selling time re- 
quired, but the time itself is twice as costly. These 
twin problems set up what we call the time-cost factor 
in distribution. Today that time-cost factor is four— 
with a base of one in 1940. In other words, retail 
selling is four times as difficult as it was a short decade 
ago. This increased time-cost factor and the sales- 
man’s doubled take-home pay are currently the most 
unpleasant facts of life for large segments of American 
business. It creates, as never before, the urgent need 
to modernize, revitalize, streamline America’s archaic 
distribution processes. 

Underlining the time-cost factor of four to one 
is the increasing impermanence of sales help. The 
very broadening of individual horizons that has come 
with the “explosion”—as evidenced by the urge for 
education, travel and cultural improvement — in- 
creases labor turnover. 

Hand in hand with this almost unbelievable up- 
surge in spiritual and cultural progress has come a 
considerable improvement in the average American 
consumer’s economic status. The statistics on indi- 
vidual income, gross national product, individual sav- 
ings, and the like which record this feat are well known 
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and hardly need repetition here. The real purchas- 
ing power of the American consumer was 537% greater 
in 1950 than in 1940. Three hundred per cent more 
Americans are in the $5,000-plus income bracket, and 
57% fewer are in the $1,000-minus area. Electric 
energy output—a good measure of over-ail growth in 
an electrical age—climbed 4,400% in the past twenty 
years! American farms acquired about 1,500,000 
tractors between 1910 and 1940; in the ten-year “ex- 
plosion” period almost 2,300,000 were added. 

These exciting economic statistics lead to the popu- 
lar habit of reducing the difference between the 1940 
America and the 1950 America to the fact that people 
have more money. But money alone cannot be used 
to explain away the brilliant advances of the “explo- 
sion decade”—advances like the addition of anti- 
biotics to our medical lore, the development of nylon 
and newer synthetic fibers, and the discovery and 
harnessing of atomic energy. These products of in- 
quisitive minds are the basic impulse of our pros- 
perity, the source of our new money. 


MEETING THE DEMAND 


In the understanding of this relationship lies the 
key to intelligent business adjustment to the new 
customer. The pat “people-have-more-money” answer 
to the American phenomenon leads to equally pat 
marketing theories—and obscures the more valid and 
the needed changes in distribution techniques. If the 
great change that has taken place in America during 
the past decade were merely a matter of money, all 
that industry would need to do would be to produce 
more and sell more. Unfortunately, it is not that 
simple. Companies that follow such a course run 
the risk of turning out large numbers of copies of 
“September Morn” for a public that has learned to 
prefer Van Gogh, of producing Mission furniture for 
couples who want Swedish modern, of grinding out 
ten-year-old-mind movies for an America that has 
matured. 

The same fate awaits companies that fail to recog- 
nize the new ways of living, the new buying habits, 
the new goals and aspirations that characterize the 
“postexplosion” American. 

This raises the question of what industry has done 
to meet these great changes. I feel that production 
improvements and advances have far outstripped 
progress in the distribution area. The American con- 
sumer still pays far too much for the distribution of 
the things she needs and wants. And the American 
manufacturer pays far too much to get his products 
into the hands of our consumer. Not only does this 
distribution blind spot cost the manufacturer custom- 
ers—it costs him much of his legitimate profit on the 
sales he produces. 

While food retailers and a number of other outlets 
have developed practical self-service procedures, a 


vast number of products still are sold on the costly 
clerk-customer basis. For some lines, much imagina- 
tion is required in the development of new self-service 
equipment. As a recent example, United Wallpaper 
has made a forward step in this direction; today, the 
customer can locate just the paper she wants on 
an 80% self-service basis. Self-service has become 
essential, yet it is remarkable how few companies, and 
indeed whole industries, have faced up to the realities 
of the new consumer—the here-to-stay, four-to-one 
cost factor of postexplosion distribution. 

The following contrast speaks for itself. Recently 
it took thirty-four minutes and thirty-five seconds 
to buy a handkerchief in a so-called “progressive” 
department store—against eighteen minutes and nine 
seconds to buy a twelve-item, four-course meal in a 
supermarket! 

But I do not want to be guilty of repeating, like 
an old 78 rpm. phonograph record, the dreary cry that 
American industry is doing nothing about the prob- 
lem of more-efficient less-costly distribution. Criticism 
of American distribution has become the fashion— 
and the criticism tends to be too generalized, and 
thus not quite fair. Some very substantial progress 
has been made in the last decade. For this, industry 
and business merit a bow from the consumer. 

I do wish to insist, however, that none of us have 
done anywhere near enough to bring our businesses 
in tune with this great change. I’ve made sharp 
changes in my own methods of research, reporting, 
and thinking since I’ve been conscious of the full 
measure of the “American explosion.” But I doubt 
whether I’ve done 10% of what I could do—and 
expect to do. 

The other 90% can be awfully important to every 
business in America whether it is wall paper, machine 
tools or electronic components. To develop the poli- 
cies—the immediate things to do—a management who 
has seen the flash of the “explosion” will profit from 
a new, fresh, open-minded look at his distribution 
and his products. 

Steps, simple or drastic, that can bring his market- 
ing methods into tune with the great change will add 
to growth and company profits. These steps might 
involve diversification of present products or new 
product lines. They might involve a new look at 
traditional distribution outlets. They might mean a 
new kind of sales operation. All these steps require 
careful consideration and preparation. But even 
more, they require facts, knowledge, research. They 
will help only if they are the right steps. 

In the original “American Explosion” report, I 
ended with this sentence: “Every American business 
serving the consumer must reckon with this new 
American—and the explosion he made happen.” I 
think that this is the decade’s most important fact 
of life for American business. 
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